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---On commencing at 9:50 a.m. 

(HE CHAIRMAN: Good morning, ladies and 
wentlemen. This is the opening hearing of the Royal 
Commission on Vaxation. 

You see up on the tov level the Commissioners. 
T wilt introduce chem to you. ‘Their names are all set 
out in the oapners before you,and immediately below are 
members of the staff of the Commission. I draw 
particudariattention to'our Legal’ Adviser; Mri’ JLo L! 


stewart, the Secretary of the Commission, Mr. Gordon 


Bennett, our Research Director, Professor Hartle, is 
sittine in the front row, Mr. John Thompson, immediately 
before me, senior member of the research staff, who 

will accompany the Commission during the hearings. 

i ‘don't think I will proceed further. ‘The 
other members are essentially here to make the lives of 
the Commissioners a little more comfortable. 

We have here this morning besides the 
"narticipants" ---I will explain that to you later -- 


s, whom we are delighted to have 


r 
DE 
oO 
OD 
3 
i) 
n 


members of tt 
with us: and, of covrse; our reporters from the contract= 
ing firm of Angus, Stonehouse & Company. I think you are 
all aware thet they will prepare transcripts of these 
proceedings as well as copies of the submissions, which 
transcrivts and submissions will be available publicly, 
for a charge. I don't really know how much that is, but 
the amount of that you can learn from our Secretary. 


Werha ve’ also; TI 'think,* in attendance certain 
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persons who are preparing to appear before us somewhat 
later on, and I believe they are here to endeavour to 
sample the atmosphere, and I hope it continues to smell 
sweet. 

Mr. Bennett, I think we will enter on the 
record the Order in Council appointing the Commission. 
Would you please proceed with that. 

THE SECRETARY: Mr. Chairman, ladies and 
gentlemen, I would like to read into the record a 
certified true copy of a Minute of a Meeting of the 
Committee of the Privy Council, approved by His 
Excellency the Governor General on September 25, 1962, 
designated as Order in Council P.C. 1962-1334. 

The Committee of the Privy Council, on the 
recommendation of the Right Honourable John George 
Diefenbaker, the Prime Minister, advise that: 

Mr. Kenneth LeM. Carter 

Mr. Jd. Harvey Perry 

Mr. A. Emile Beauvais 

Mr. Donald G. Grant 

Mrs). S.-M. Milne 

Mr. Charles E. S. Walls 
be appointed Commissioners under Part I of the 
Inquiries Act, to inquire into and report upon the 
incidence and effects of taxation imposed by 
Parliament, including any changes made during the 
currency of the inquiry, upon the operation of the 
national economy, the conduct of business, the 
organization of industry and the positions of 


individuals; and to make recommendations for 
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1|| persons who are preparing to appear before us somewhat 
2|| later on, and I believe they are here to endeavour to 
3|| sample the atmosphere, and I hope it continues to smell 
4|| sweet. 

5 Mr. Bennett, I think we will enter on the 

6| record the Order in Council appointing the Commission. 
7|| Would you please proceed with that. 

8 THE SECRETARY: Mr. Chairman, ladies and 

9] gentlemen, I would like to read into the record a 

10] certified true copy of a Minute of a Meeting of the 

11] Committee of the Privy Council, approved by His 
Excellency the Governor General on September 25, 1962, 
designated as Order in Council P.C. 1962-1334. 

The Committee of the Privy Council, on the 
recommendation of the Right Honourable John George 
Diefenbaker, the Prime Minister, advise that: 

Mr. Kenneth LeM. Carter 

Mr. J. Harvey Perry 

Mr. A. Emile Beauvais 

Mr. Donald G. Grant 

Mrs. S. M. Milne 

Mr. Charles E, S. Wallis 
be appointed Commissioners under Part I of the 
Inquiries Act, to inquire into and report upon the 
incidence and effects of taxation imposed by 
Parliament, including any changes made during the 
currency of the inquiry, upon the operation of the 
national economy, the conduct of business, the 
organization of industry and the positions of 


individuals; and to make recommendations for 
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improvements in the tax laws and their administration 
that may be consistent with the maintenance of a 
sufficient flow of revenue; and without restricting 
the generality of the foregoing, the Commission shall 
consider and danent upon: 

(a) the distribution of burdens among tax- 
payers resulting from existing rates, exemptions, 
reliefs and allowances provided in the personal 
and corporation income taxes, estate taxes and 
sales and excise taxes, taking into account also 
the jurisdiction and practices of the provinces 
and municipalities; 

(b) the effects of the tax system on 
employment, living standards, savings and 
investment, industrial productivity, and 
economic stability and growth; 

(c) provisions in existing laws which may 
have given rise over the years to anomalies 
or inequities or which may require action to 
close loopholes which permit the use of 
devices to avoid fair taxation; 

(d) the effects of the income, sales and 
excise taxes and estate duties on income and 
investment flows which affect the balance of 
international payments and economic relations 
with other countries; 

(e) the means whereby the tax laws can best 
be formulated to encourage Canadian ownership of 
Canadian industry without discouraging the flow 


of investment funds into Canada; 
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(f£) the changes that may be made to 

achieve greater clarity, simplicity and 

effectiveness in the tax laws or their 

administration; and 
(z) such other related matters as the 

Commissioners consider pertinent or relevant 

to the specific or general scope of the 

inquiry. 

The Committee further advise: 

c% That the Commissioners be authorized to 
exercise all the powers conferred upon them by 
section 11 of the Inquiries Act and be assisted to 
the fullest extent by Government departments and 
agencies; 

2. That the Commissioners adopt such procedures 
and methods as they may from time to time deem 
expedient for the proper conduct of: the inquiry and 
sit at such times and at such places in Canada as 
they may decide from time to time; 

Ae That the Commissioners be authorized to 
engage the services of such counsel, staff and 
technical advisers as they may require at rates of 
remuneration and reimbursement to be approved by 
the Treasury Board; 

ie That the Commissioners report to the 
Governor in Council with all reasonable despatch, 
and file with the Dominion Archivist the papers 
and records of the Commission as soon as reasonably 


may be after the conclusion of the inquiry; and 
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Se That Mr. Kenneth LeM. Carter be Chairman 


of the Commission. 


This is signed by R. B. Bryce, Clerk of 


the Privy Council. 


Mr. Chairman, I 


enter as Exhibit 1 the 


Commission appointing you as Commissioner and Chairman 


of this Royal Commission 
Messrs. Perry, Beauvais, 
This Commission. 
General of Canada and is 
Deputy Registrar General 


is Exhibit 1. 


---EXHIBIT NO. 1: 


MR. AUDCENT: 


and as Commissioners Mrs. Milne, 
Grant and Walls. 

is signed by the Deputy Attorney 
registered by the Technical 


as Reference No. 169343. This 


Certified true copy of a 

Minute of a Meeting of the 
Committee of the Privy Council, 
approved by His Excellency the 
Governor General on the 25th 
September, 1962, designated as 
Order in Council P.C. 1962-1334, 
appointing the Commission. 


Copie certifiee conforme au procés-verbal 


d'une réunion 


du Comite du Conseil privée, 


approuve par Son Excellence le Gouverneur 


general le 25 


Sur avis 
le tres honorable 


le Comité du Cons 


septembre 1962. 


conforme du Premier ministre, 
M. John George Diefenbaker, 


eil privé recommande que 


M. Kenneth LeM. Carter, 


M. J. Harvey Perry, 


M. A.-Emile Beauvais, 


M. Donald G. Grant, 
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Madame S.M. Milne, 
M. Charles E.S. Walls 
soient nommes Commissaires en vertu de la 
Partie I de la Loi sur les enquétes pour faire 
enquete et eon sur l'incidence et les effets 
des impots decretés par le Parlement, y compris 
toutes les modifications qui seront apportees 
au cours de l'enqueéte, sur le fonctionnement de 
l'économie nationale, la marche des affaires, 
l'organisation de l'industrie et les postes des 
particuliers, et presenter des recommandations 
pour des améliorations dans les lois fiscales 
et leur application pouvant etre compatibles 
aves le maintien d'une source suffisante de 
revenus; et, sans restreindre la eeneralite de 
de ce qui precéde, pour procéder a@ une etude et 
faire rapport sur 
a) la repartition des fardeaux parmi 

les contribuables resultant des taux, 

exemptions, dégrevements et allocations 

actuellement prévus dans l'impot sur le 

revenu des particuliers et des corporations, 

1'impot sur les biens transmis par deécés, 

ainsi que dans les taxes de vente et d'accise, 

en tenant compte également de la juridiction 

et des pratiques des provinces et des 

municipalites; 

b) les effets du régime fiscal sur 
l'embauchage, les niveaux de vie, 1'epargne 


et les placements, la productivite 
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Co. 


industrielle ainsi que la stabilite et 
‘l'essor économiques; 

c) les dispositions dans les lois 
existantes ayant pu donner lieu au cours des 
annees a des anomalies ou injustices ou 
exigeant des mesures pour corriger les 
imperfections qui permettent le recours a 
des moyens en vue d'éluder une juste 
imposition; 

d) les effets de l'impot sur le revenu, 
des taxes de vente et d'accise et des droits 
sur les biens transmis par décés, sur le 
revenu et les placements, lesquels effets 
influent sur la balance des paiements 
internationaux et sur les relations économiques 
avec d'autres pays; 

e) ‘la meilleure maniere de formuler les 
lois fiscales pour encourager les Canadiens 
a devenir propriétaires de l'industrie 
canadienne sans décourager l'entree de 
capitaux d'investissement au Canada; 

f) les changements a effectuer pour en 
arriver a une plus grande clarte, simplicite 
et efficacite dans les lois fiscales ou leur 
application; et 

g) les autres matieres connexes que les 
Commissaires estiment pertinentes ou utiles 
a la portee specifique ou génerale de 


l'enquete. 
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Le Comité recommande de plus 


2 1. Que les Commissaires soient 

3 autoriseés a exercer tous les pouvoirs que leur 
confere l'article 11 de la Loi sur les enquétes 
et qu'ils recoivent, dans toute la mesure 
possible, l'aide des ministéres, départements et 
organismes du gouvernment ; 

2. Que les Commissaires adoptent la 
procedure et les méthodes qu'ils peuvent au 
besoin juger utiles pour 1a poursuite reguliére 
de l'enquete et siégent aux dates et aux 
endroits au Canada qu'ils pourront décider a 
1'oceasion; 

3. Que les Commissaires soient autorises 
a retenir au besoin les services des avocats, 
du personnel et des conseillers techniques a 
des taux de rémuneration et de remboursement 
sujets a l'approbation du Conseil du Trésor; 

4. Que les Commissaires fassent rapport 
au Gouverneur en conseil, a toute Ja 
diligence raisonnable, et déposent au bureau de 
l'Archiviste fedéral les documents et registres 
de la PRET Ae eas Me Pa qu'il sera 
raisonnablement possible aprés la conclusion de 
l'enquéte; et 

5. Que M. Kenneth LeM. Carter soit 


président de la Commission. 


Le Greffier du Conseil privé, 


A.B. Bryce, 
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THE CHAIRMAN: Mr. Secretary, these are 
both entered on the record and they will be in print. 

THE SECRETARY: Yes, Mr. Chairman. 

THE CHAIRMAN: Briefly, I would like to 
remark that in order to carry out the charge imposed 
upon the Commission it proceeds upon two fronts. It 
has a research staff on tax structure and economic 
studies, At the present time, we will hear a number of 
individuals and organizations who come before us. We 
have given the name of "participants" to these people. 
It seems like a happy choice of a term. We are not sure 
whether it has been used by previous Royal Commissions, 
but these people will appear before us as participating 
in the search for solutions to these problems. 

In order to communicate freely with other 
participants, we have adopted the use of a series of 
memoranda. These memoranda set forth the rules of the 
road; they give schedules of the places and of the times 
of the hearings. 

So far as we think it will be useful, 
these hearings will be reasonably informal; questions 
will be posed by Commissioners and sometimes by Mr. 
Stewart, who, as I have already indicated, is our Legal 
Adviser and will serve as a counsel as we may wish. 

The participants are invited to communi- 
cate with our research staff and our offices in Ottawa. 
We believe that such co-operation between participants 
and our staff will produce the best results. 

This Commission will view participants 


as responsible citizens seeking with us the best results 
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1| for the national good. We recognize many will bring. 


2| forth matters primarily of concern to themselves. We 
3| welcome hearing from them, because the review must be 


4|| complete. We must know all the troubles of the tax- 


5] payers. 


6 { 


| 


The list of the participants is by no means 


7); closed, and we earnestly hope that all with a deep 
8] interest in taxes or who have a learning of this 


9| difficult subject will offer their advice. To achieve 


| 
10} a good result will require all the skills that we can 


4 find. 
A Now, today we have appearing before us the 
13) Canadian Tax Foundation, and I would ask our Secretary 


14| to make the usual introductions. 

15 | THE SECRETARY: Mr. Chairman, ladies and 

16| gentlemen, as the Chairman has said, we have the officers 

17| of the Canadian Tax Foundation with us this morning: 

18]| Mr. A. D. Russell, C.A., as Chairman, Mr. John Marler, Q.Cl, 
19! Past Chairman, and Mr. Ronald Robertson as Director. 

20|| Mr. Russell will speak first to the brief, which I now 


21) enter in the record as Exhibit No. 2. 


fe 
93 ~--EXHIBIT NO. 2: Brief of Canadian Tax 
| Foundation. 
24 
95 THE CHAIRMAN: Thank you, Mr. Secretary. 
26 Mr. Russell, will you make yourself comfortable. 
97 Before you start, I would like to say one word of intro- 
28 duction to the Tax Foundation. 
29 I think it is only proper that we commence the 


30 hearings with the Canadian Tax Foundation, which is 
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now recognized as the No. 1 long term credit organization 
on Canadian taxes. It was brought into existence, to 

my recollection, about eighteen years ago to maintain 

an expert view of our taxes. In my opinion, it has 
fulfilled this role. This Commission has already 

WS te Se from the Tax Foundation a copy of its brief 

for its records. We have received advice on many 
subjects, and the high quality of this particular sub- 
mission will, of course, become apparent as we proceed 
during the morning. 


Mr. Russell, will you proceed. 


CANADIAN TAX FOUNDATION 


APPEARANCES: 
Me. A. D. Russell, C.A. - Chairman 


Mr. John de M. Marler, Q.C. - Past Chairman 


Mr. Ronald Robertson - Director 
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ij MR. RUSSELL: Thank you, Mr, Chairman, 
serie Mr. Chairman and members of the Commission, I would 
like first of all to indicate how honoured we feel 
as the Tax Foundation in being asked to be the 
first to appear before yau,and we are further 
honoured by the fact that the Past Chairman of our 
organization has been selected as your Chairman, 
and that also on your Commission are included our Past 
Director, Mr. Perry, and a Past Governor,Mr., Beauvais. 
It is indeed complimentary to the Foundation that such 
has taken place, Mr, Chairman,and we certainly appreciate 
the fact, 

I..would, just Jike, sir, 1f I may, to give 
a very brief preliminary statement before going on to 
the brief itself. Our statement has been filed, and it 
has been prepared in accordance with the request of 
the Chairman of the Commission, as set out in your letter 
of last December, that our statement should raise issues 
and not try to settle them. In compliance with this re- 
quest an effort has been made to state issues in a broad 
context, leaving it to others to deal with the particular 
aspects of our tax laws which give rise to specific 
difficulties, 

AS you are aware, and as you have already 
stated, Mr. Chairman, the Foundation is an in- 
dependent research organization sponsored by the 
Canadian Institute of Chartered Accountants and the 
Canadian Bar Association. As you have also indi- 


cated, it is the Foundation's purpose to conduct, 


we 


Nad 
oO 
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initiate and encourage impartial, expert research into 


1 

2 problems of taxation and government finance, and it 

3 publishes the results thereof. These studies have been 
4 made available to your Commission, and I am sure your 

5 Commission will be assisted by the research which is 

6 being carried out at Queen's University, this research 

7 being on the effects of taxation on Canada's economic 

8 growth, This project has been sponsored, and is being 

9 paid for by the Foundation, and I understand the 


research staff who are conducting this RS are 
working in co-operation with your research staff. 

We do not wish to extend our statement beyond 
the points contained in it, but we wish to make the 
observation that the Commission, when finally formulating! 
its recommendations, Will be faced with a question which 
is inherent in matters of taxation, namely, the weight, 
if any, that should be given to the political (in the 
broad sense of the term) palatability of its recommenda- 
tions, With respect, we venture to interpret the 
Commission's terms of reference as calling upon it to 
deal with the issues in terms of economic and revenue, 
rather than political effects, We say this in the 
conviction that Canadians of all persuasions are anxious 
at this time to have recommendations which, if 
implemented, wouldbe likely to produce a tax structure 
that has. the least possible repressive effects on the 
growth of the Canadian economy. We point this out in 
order to indicate our support of the position that 
members of this Commission will, we feel sure, wish to 


take. 


“x 
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As indicated in our statement, we recognize 


1 

2 the complexity of the issues with which the Commission 

3 and its staff have been called upon to consider, We 

4 commend the Commission for the thorough, energetic and 
s| imaginative way it and its staff have approached their 
| task, we would refer particularly to Memorandum No, 10 
| which formulates in a most useful fashion many of the 

, questions which we have raised in our statement, 

9 Perhaps the Commission might wish to consider 
10 the use of interim reports on certain key questions, 

11 For instance, the treatment of undistributed income of 
12 corporations. Such a report might state what appeared 
13 to be the best alternative approaches, in sufficient de- 
14 tail to permit concrete comment on their strength and 

15 weaknesses to be submitted in writing at-a later date for 
16 consideration by your Commission. ‘The Foundation would 
| be prepared, if the Commission considers it appropriate, 
18 to try to enlist the aid of its members in examining 

19 such alternatives, We recognize the limitations of 

20 time on such a procedure, and offer the suggestion for 
ml your consideration with an appretiation of the possible 


practical difficulties involved, 

The observations contained in our brief are 
made without any formal canvass of the individual views 
of our members, and with regard only to the general 
interest of Cunada as a whole, and not to the interests 
of any particular or group. 

Our brief is rather an enlightened survey by 
the permanent staff of the Foundation, Mp. Chairman, in 


whose ability the Governors have the utmost confidence, 
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Mie, Robertson today is representing that 
staff, and we feel that it is to him that we will have 
to refer most of the questions which we feel sure you 
and the Commission may wish to ask, Mr. Chairman, 

We would now place ourselves at your 4iaposal, 
to proceed as you desire, whether you wish us to read 
our brief or not, we are entirely in your hands now, 
Mr, Chairman, 

THE CHAIRMAN: Thank you very much indeed, 
We have already had one very interesting suggestion from 
you just now, and of course there are many more contained 
Ln your!) brieh¢g I would think that we might perhaps 
proceed to address a few questions to you, Mr. Robertson, 
Of course, in addressing questions it would be our 
intention to seek amplification of what you have 
already stated here, for better understanding. We are 
not going to direct questions which endeavour to come 
to a solution of the great problemsof taxation. 

Before directing questions, is there anything 
Mr. Robertson would like to say in a general way to the 
brief? 

| MR, ROBERTSON: Mr. Chairman, I might simply 

preface any discussion by question and answer by one 
point that is mentioned in the brief, and that is perhaps 
to say what I feel a number of people now feel that have 
been working towards presentations before this Commission 
that while many may still dispute the fact that I think 
there is an appreciation that at this moment, as the 
Commission begins its formal work, that we can say that 


Canada now has a well-developed tax structure, which 
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despite its imperfections does compare favourably to 
many in the world, and that this may be the perspective 
from which we might examine our structure more closely. 
we feel that through this Commission Canada, because 
of its present position, does have a greater opportunity 
than is open to many other countries to devise the very 
best structure that is possible. 

I just introduce that to show our general 
feeling at this time. 

THE CHAIRMAN: Thank you very much dasa eat 
We have a number of questions which will be addressed 
to you by various members of the Commission, and I 
think without further reference to the Chair the 
doumimadtoens might proceed to raise questions. 

COMMISSIONER WALLS: Well, gentlemen, to 
start the questions I would like to go back to the 
beginning of your brief, to paragraph 5, in which you 
make a statement that I am sure most people will be 
in accord with, and that statement is that the high level 
of taxation is at the root of the concern about taxation 
in this country. Now, aS I said, I am quite sure 
that everybody would agree with you that they feel their 
taxes are too high, However, I am quite sure that the 
Tax Foundation didn't use that as the basis for making 
that statement, and I wonder if you would clarify on 
what basis you make this claim, whether on relationship 
to gross national product in comparison with other 
countries, or on what basis you arrive at the conclusion 


our taxes at the present time are too high? 
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MR. ROBERTSON: We did have partially in mind 
the feeling that taxes are too high, though we appreciat 
that this feeling has probably prevailed from time 
immemorial, but I think it is based on the feeling that 
the higher the taxes, dita we certainly do have high 
taxes, do aggravate whatever ills there are in the tax 
system, The inequities become more noticeable 
and more aggravating. Mr, Walls mentioned the compari- 
son with other countries. We have suggested here 
that other countries do have higher tax burdens, and 
of course this is quite true. In comparisons Canada 
finds that a number of other countries, including 
West Germany, France, Sweden, the United Kingdom, the 
United States, and so forth, do have comparable or 
heavier burdens on the basis of the very few statistics 
that are available in this field. The other roots 
of the difficulties; and perhaps the other factors, 
which have caused the concern about the tax system would 
appear to be the general economic conditions that 
Canada and other countries have been facing in recent 
years, and the increasing competitive nature of world 
trade, and I think the concern has been part of a general 
feeling that we should examine every facet of our 
economic life to see what can be improved, and to thereby 
make it more competitive. 

Another background reason that has caused us 

concern has been a tendency, a justifiable one in some 
respects, to reason from particular instances of diffi- 


culties in the tax system to the more general feeling 


that the tax system could well be re-examined and over- 
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1) hauled, The level of taxes themselves has caused 


B-T 


2) concern, not only here, but as the Commissioners are 


3] aware, in the United States, and this applies more to 
the structure of the tax rates rather than perhaps what 
| you might call the total amount of taxes taken out of 
sl the economy. 
| President Kennedy as recently as January, you 


8 may recall, had this to say about their system, In 


g| reference to the rates he said they were originally 


10 designed to hold back war and post-war inflation, and 


our present income tax rate structure now holds 

12 back consumer demand, interest and investment, He was 
13) veferring to the American structure, which differs in 
14| 8ome respects from ours, but there are some similarities, 
15 THE CHAIRMAN: In continuing this, would you 
16 have considered how to alleviate the major burden of 

17 taxation? I am considering the fact that possibly user 
18 taxes are not as great a burden as more general types 
19 of taxes, Again, some -ypes of. expenditure on social 
20 security may not be as great a burden as other forms 

v1 of taxes, and when one compares one country against the 
“ other I would imagine you must have regard to the 

23 different natures of the taxes, and the purposes for 
which the money is used, 

MR, ROBERTSON: Well Mr. Chairman, this term 
burden is perhaps a difficult one, It may give rise to 
thought of pressing people down, It is.a, term. that. is 
used in describing the tax load if you like, it. 13. tae 
intended to suggest a great weight on the back of anyvoody 


though many of us feel that that is the case, The 
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comparison that we have used, or the word as J have 

used it here, is simply intended to indicate the amount 
of total taxation as a percentage of gross national 
product, or national income, as a standard way of 
measuring it. There is no magic in that word, and when 
they are referred to here we do have in mind a comparable 
basis, which does take into account the social security 
charges in most cases, 

I can't answer as to the relevant facts of 
user charges as a burden in the narrower sense, 

COMMISSIONER PERRY: Just as a matter of 
technicality, what sets of comparisons do you use in 
making these international comparisons? What sets 
of figures have been found to be most reliable? 

MR, ROBERTSON: The figures ve have used have 
been derived from the United ations statistics, their 
year book on national accounts statistics, The 
difficulty, of course, is in getting the comparable 
figures, and unfortunately they are always quite a bit 
behind, 

COMMISSIONER GRANT: Mr. Robertson, if I am 
not advancing at too rapid a rate, I would like to refer 
to paragraphs 13 and 14 of the brief. In paragraph 13 
it is stated "The central questions at this. juncture are: 

(1) What aspects of the Canadian tax system 

create a drag on the economic progress 
of Canada and Canadians? 


(11) How can they be modified or eliminated? 


14, It would appear that the first stepin seck- 
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‘ ing answers to these questions is to sort 
oub, and if possible to establish, what might 
be termed a unified theory of taxation ---" 
Would you feel like elaborating on that 
to some extent? 

MR, RUSSELL: Mr. Chairman, may I interrupt 
and suggest, if it is in order, that Mr, Robertson 
remain seated? | 

THE CHAIRMAN: Yes, please. Whatever is 
comfortable, 

MR, RUSSELL: Thank you, Mr, Chairman, 

MR, ROBERTSON: Thank you Mr. Chairman, 

Mr. Grant, I can't elaborate to any great extent on this. 
The main purpose of the Foundation-sponsored study at 
Queen's was to seek enlightenment on the relationships 
of taxation to economic growth, The study is now 

in process of being -- or the research is now in 
progress, I don't believe there has been this type of 
unified theory, or any particular theory of taxation, 
as it affects growth, and I believe this is one of the 
areas where the Commission research group will throw 

a great deal of light, and one that many people look 
forward to seeing, 

MR, GRANT: You wouldn't say that there is 
any precedent that has been established? 

MR, ROBERTSON: No, not that I am aware of, 
no. You are into some very new and fresh ground here, 
but it is very important ground, 

THE CHAIRMAN: Do you, Mr. Grant, understand 


what is meant by a unified theory of taxation? TI am 


& 


ip 


wm 
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afraid that I am not aware of it, I think I know what 
the word unified means by itself, and what taxation 
means, Is it trying to find one type of taxation 
suitable for stimulating economic growth? Is that it? 

MR. ROBERTSON: Well, unified here simply 
means that you have to take one position or another on 
it, and you have to more or less relate the various 
aspects of the tax system to these theories, It has 
to be brought together with the theories of growth, 
There is nothing deeper than that intended by it, 

COMMISSIONER: BEAUVAIS: When you mentioned 
total tax burden in Canada do you include municipal, 
provincial and school taxes? 

MR, ROBERTSON: Yes, the burden we were 
referring to in the statistics earlier includes the 
entire range for all levels of government. 

COMMISSIONER BEAUVAIS: I wish to refer to 
section 10 of your brief. You have indicated that the 
Commission should consider the effects of tax levels 
in this country on the ability of Canadian producers 
to compete at home and abroad. Are there any particular 
areas, or groups of business or industry, which warrant 
special concern? 

MR, ROBERTSON: Mr, Beauvais, one that comes 
to my mind in this most forcibly is an examination of 
the capital cost allowances in the various countries, 
There has been a considerable amount of interest in this. 
I think while the Canadian capital cost allowance is 
recognized as one of the best in its construction, and 


at one time was considered to be most generous in 


Mr. Robertson ) ‘23. 
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comparison with the others, there is evidence that 

in recent years the European countries have gradually 
overtaken it in generosity. This may not be a reason 
for increasing the capital cost allowances, but it 

is definitely an area that I think would be examined 
with benefit. The United States and the United Kingdom 
in the main fields of industrial machinery and 

equipment and buildings, now are considerably more 
generous in these allowances than Canada, though we are 
on a par with West Germany in the industrial equipment 


field, and we do have some incentive provisions which 


mean that if equipment falls within that we are right 


up to the general level, but outside of the scope of 

eat it might be considered that some improvement might 
be "userud, There are arguments on both sides of course, 
as to whether or not this is an appropriate thing to do, 
but it would bear examination I believe, 

COMMISSIONER BEAUVAIS: But of course the 
capital cost allowance would increase the cost of 
production, because we are talking about mainly exports 
in that section, That would make it difficult for us 
to compete with the other countries? 

MR, ROBERTSON: Do you mean by reducing the 
capital cost allowance? 

COMMISSIONER BEAUVAIS: Yes, if you pay the 
capital cost allowance it will increase the cost of the 
product, 

MR, ROBERTSON: I think that perhaps if the 
capital cost allowance is increased, if I follow you 


correctly, it should reduce the tax burden, and to the 
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extent that this would help prices it might improve 
our position somewhat. I am not sure of how it could 
be done, 

COMMISSIONER BEAUVAIS: If you have a tax 
allowance of 52 per cent, the other 48 per cent will 
be added to the cost of the product, Don't you think 
80? 

MR, ROBERTSON: Perhaps. 

THE CHAIRMAN: That depends, of course, on 
whether one charges the product with the full capital 
cost. 

COMMISSIONER BEAUVAIS: Yes. 

THE CHAIRMAN: And in that connection I would 
like to raise this question, if I might, Would you 
not say that the Canadian systam,with capital cost 
allowance, whether or not it is as generous as other 
countries, is in fact an incentive to hose people who 
use depreciable equipment, or 
does the avibehte not so indicate, because in many cases 
taxpayers write more capital cost than they. talce 
depreciation, and to the extent that that is done surely 
that indicates that they are writing off something 
beyond what is appropriate to the determination of 
income? 

MR. ROBERTSON: That has already concerned me, 
whether they are not giving incentives, and if so it may 
be a good idea to increase that incentive. 

THE CHAIRMAN: I don't know, but is it not 50? 


MR. ROBERTSON: I would agree, Mr. Chairman, 
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1 that there is definitely an incentive effect, if you 
ae 2 regard the incentive as the difference between what 
3 an accountant would take as the actual depreciation 
4 and the capital allowance, and when I refer to the 


generosity it is in this what you might call incentive 
area, There just seems to be more division between 
actual depreciation and the capital cost allowance. in 
some of these other countries, I would agree with you, 
yes. 

THe CHAIRMAN: Well, you have in here ates 


cussed neutrality, and it seems to me that the 


Commission must try to find out what that is first of 
all, or where that lies, and perhaps there is no such 
thing. We will come to that later, but when we dis- 
cussed capital cost allowances I have in mind what is 
neutrality as between those people with depreciable 
assets and those people without depreciable assets, 

I don't know. 

MR. ROBERTSON: I am afraid I don't know 
either Mr. Chairman. Tax neutrality, the theory is 
all things to all people very often, and much depends 
on the direction you choose to go, and it is very 
difficult to point out the direction you are going even 
when you make out your intention, 

COMMISSIONER PERRY: It depends on whose tax 
is going to be neutralized, 

MR, RUSSELL: I think it can be considered an 
incentive, It has a string to it. In your normal 
expectations you get to the point where the reverse is 


true, and you have run out of capital cost alloviances, 


+ 
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1 THE CHAIRMAN: I suppose one can't allow 
B-14 2 that to go without pointing out that the incentive is 

3| the use of tax funds without interest. 

4 MR, RUSSELL: To give an immediate advantage 


. vO Cne Caxpayer, crue. “Yes, I think 10 does in this 


Al instance, 


7 COMMISSIONER BEAUVAIS: But Mr, Robertson, 


8 you have no idea of a group of businesses or industry 
9] that would be affected by our tax structure, and 

10 especialdy in connection with our exports, to compete 

11 with other countries? 

12 MR. ROBERTSON: No, I really don't know, 

' Me, Beauvais, just what industries feel that they are 


having difficulties with the tax structure, 
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COMMISSIONER MILNE: Yes, Mr. Robertson. I 
have a note; it is in mnee rion with paragraph 11. You 
mention there psychological effects and atmosphere, In 
the questions which have come forward from the 
research study has been raisal the question that the 
psychological effect of taxation cannot be measured with 
any significant degree of certainty. 

We realize that different people might view the 
same situation, the prevailing situation, with varying 
aspects and moods, what you might call psychological 
moods, and even thesame person might view the prevailing 
sitution with a different mood, or at another time, 
Pay a short space of time, I might say. We might 
call that a psychological atmosphere, mood. 


Now, the questions I have here on this sheet 


group 
from the research deal with this particular aspect. 


Are there certain symptoms which would aid the 
Commission in measuring the significance of the 
psychological element? And are there any particular 
features of taxation in which the psychological effect 
warrants the attention of the Commission? 

These are rather difficult questions, and I 
think that perhaps the Commission would like to have 
some idea of the boundaries that they might feel exist 
in dealing with the psychological moods or atmosphere, 

MR. ROBERTSON: Mrs. Milne, I am afraid this 
1s one area where we are as puzzled as perhaps the 
Commission may be. The introductory remarks about the 
difficulties I certainly concur with wholeheartedly. 


The symptoms, I suppose, are only the complaints that 
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one hears about the tax system,and the only way that 
might be had to try to ascertain how much importance 
this has is through some actual field study in depth of 
taxpayer attitudes. I realize just what this would 
involve and, as you point out, the attitude may change 
the very next day. But in this psychological area, if I 
was asked to put my finger on the one part of it that I 
would think would give rise to this concern, it is the 
marginal rate in the personal income tax; on overtime 
earnings, for example, or the wage increases. This is 
where you hear most of the complaints. 

Now, just how that affects people's attitudes 
or whether it is just shocking to them in the sense that 
they feel deprived of something, I don't know. This is 
one of the really large question marks in the whole 
effect of taxation. 

THE CHAIRMAN: ‘There is a question -- I am not 
ae all sure it de fair at this time, but I am going to 
ask you now -- namely, what are taxes? We are being 
asked all the time whether we should go into ach matters 
as tariffs. Well, certainly tariffs in some countries 
are taxes; I am not sure about Canada. But have you 
considered a lot of other fringe areas, too? Have you 
really considered in this submission which you have put 
before us what we should direct ourselves to as to which 
are taxes and which are not? 

MR. ROBERTSON: Well, this is a definitional 

problem which exists whenever you examine anything 
in the Government field, and you just teave to make the 


thet 
choice/seems most appropriate for the thing you are 
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studying. There is no sure answer to that. When you 
are making comparisons, I think the main thing is to 
have the same basis which another country is on, and 

on that we can be of very little assistance. It is a 
general levy, a compulsory levy, and I think from there 
on it is largely a matter of judgment. 

COMMISSIONER PERRY: Now, Mr. Robertson, as 
you will readily appreciate, this Commission will always 
have before it the incidence of taxation, because it is 
central to any consideration of the structure of the 
tax system or the burden of taxes. You don't comment 
on this directly, but on page 6, towards the end of 
pAraer anh 16, you do just raise the curtain with a 
parenthetical statement: 

"For example, if it is assumed that corporate 
taxes are passed on in prices | on 
At one time, of course, economists were quite sure of 
the incidence of the various taxes. Would your feeling 
now be that old theories of tax incidence must now 
be completely re-examined and are, in fact, being 
re-examined? 

MR. ROBERTSON: Yes, I would feel that there is 
a great deal of room for re-examination of the imidence. 
The Foundation attempted to more or less lay a foundation 
for this type of work Saye study of Professor 
Goffman, as you are aware, Mr. Perry. The federal 
sales tax, the incidence of that I think would require 
re-examination now. As far as we are aware, there has 


been none for a number of years. It was based on 
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1 expenditure patterns which probably no longer hold 

2) true. The Goffman study had to be limited to 

3 expenditure patterns of some years . back, and available 
4 statistics also required that all incomes beyond 

5| $7,000 a year be lumped together. 

6| Now, it was a start in this type of 

7 re~examination, but it would be most useful to have a 

8] clear idea just where the taxes end up. 

9 COMMISSIONER PERRY: You haven't any suggestion 
10 as to how one could be certain of the incidence of 

11) corporate profits tax? 

12 MR. ROBERTSON: No. That is another very 

13 | large question. Whether that will ever be answered to 
14] anyone's satisfaction is rather doubtful. You may have 
15 to make certain assumptions with whatever evidence you 
16 can gather in order to reason out any program. 

17 COMMISSIONER WALLS: I would like to move over 
18|| to paragraph 18. Now, in paragraph 18, at the top of 
19] page 7, do I interpret your statement correctly that 

20|/| you are of the opinion that the narrowing of the tax 

21|| base results in an increase of inequities and anomalies? 


22) And if my interpretation is correct, could a narrowing 


exemptions 
23| of a tax base and a reduction of the tax not lead 
24 to a decrease in these inequities? 
25 MR. ROBERTSON: This is really a circular 


26|| problem. The narrowing usually takes place with a 
27 view to eliminating inequities and anomalies, but I 
28|| think experience shows that for each one you remove 


291 another one somehow becomes apparent. This, I think, 


30] is the experience of most administrations. It seems 
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to be a never-ending process, and those that are left 
after the narrowing are more grave because of the higher 
rate which applies to them. Widening of the base may 
not reduce the number of inequities and anomalies, but 
if in so widening the base it is possible to lower the 
rate, then the gravity of those that exist may be 
minimized. 

That is the general position of it. 

COMMISSIONER WALLS: But if you reduce the 
exemptions do you not to some extent get rid of 
anomalies? In narrowing a tax base would you not also 


tend to get rid of the inequities if you reduced the 


“exemptions? Taking sales tax perhaps as an example. 


MR. ROBERTSON: Well, it may work this way. 
I don't think there is any guarantee one way or the 


other. But in theory,(if you could ‘reduce the gravity 


you could get the rates down. But I don't think you 


(Ak € loss f «fh t 
couki say you could use-a number of them. 


THE CHAIRMAN: Could we read the second sentence 
to 
on page 7 so as/eliminate any reference to increased 


rates of tax, and so it would say:"the narrowing of the 


base leads to accentuation of inequities and anomalies."? 
I inquire whether that accentuation results from.an 
increase in the rates, or would it occur without an 
increase in the rates? 

MR. ROBERTSON: I think it could occur in 
either instance. 

COMMISSIONER PERRY: Mr. Robertson, in 
paragraphs 19, 20, 21 and 22 various objectives of 


a tax system and factors which govern the form of the 


ANGUS. STONEHOUSE & CO. LT Mr. Robertson 30 


TORONTO, ONTARIO 


tax system are listed. This seems to be an endless 


exercise. As 

more detailed 

system, which 
(a) 
(>) 
(c) 
(d) 


(e) 


(1) 


you are aware, we have submitted 


to you a 


list of possible objectives in the tax 


for the record I will now read. 
Price Stability 
Full Employment 


Economic Growth 


The Widest Possible Set of Choices for 


the Buyers and Sellers of Goods and 


Services 


A Socially Acceptable Distribution of 


Income 
Equality of Opportunity 


Equity 


The Rule of the Law and Responsible 


Government 
National "Independence" 
Administrative Efficiency and 
Enforceability 
Equalization of Living. Standards 
a Geographical Basis 
Maintenance of Adequate Exchange 
Maintenance of Private Ownership 
Control of Natural Resources and 


Productive Facilities. 


on 


Reserves 


and 


Other 


That list only goes to (m), but one could 


ihesaneoine right through the whole alphabet. 


What is your view as to the process by which the 


Commission could give some order of priorities 


to 


this list? Also in your view what others could he 
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added to the list? You can see that these are almost 
converse questions; one involves a narrowing and the 
other a broadening. 

MR. ROBERTSON: Mr. Perry, while I assume it 
is intended to be covered in the list you have just 
read, one of the items which could go near the top but 
which isn't mentioned would be the raising of government 
revenues. I notice it is not on this list. I am 
afraid, like it or not, that this has to be right at the 
top of any list of objectives of a tax system. i ts 
think of no “wider spelling out of the objectives, 
he they could be rephrased in very many ways. We have 
“had in mind much the same thing, by describing objectives 
of revenue, equity, simplicity, administrative 
feasibility, logic, economic goals and social theory. 

A number of the items mentioned there would fall into 
those categories. 

The ranking of the objectives almost becomes 
a subjective test, although I think most would acree 
that revenue, equity, administrative feasibility or 
any words that imply this are quite primary, in 
addition to the economic goals which are mentioned 
in your list of price stability, full employment, etc. 

I don't think one could be much more precise 
about ranking in this group. Emphasis in ranking 
could well change from time to time, depending on the 
situation. I am sure full employment would be well 
up at the top today and in most people's mind. While 
the goal might remain, in a few years we might hope it 


would take a lower position. I don't think there is 
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any permanent. list when you get into this end of it. 

COMMISSIONER PERRY: Do you think there would 
be any objectives which would be in conflict -- and it 
may not be so much a question of establishing priorities 
in making a choice at any one time? 

MR. ROBERTSON: Yes, there are going to be 
conflicts among them, and there has to be a choice. 
But I don't think at any one time can you completely 
ignore one or more of them. 

COMMISSIONER PERRY: They never become minus 
Quantities. At least’ 1 don't think 86. 


MR. ROBERTSON: The way it is worded here you 


have to have some workable balance. This is where it 


becomes an art, I suppose, in fiscal policy. 

I would add just one thing. We have suggested 
here on this point of ranking that we feel there is no 
way other than, to rely -en”’as much opinion under its own 
common sense and judgment on this question. I don't 
think they will find any means outside of their own 
judgment. 

THE CHAIRMAN: Turning to paragraph 22, in (a) 
you refer to the British North America Act in terms 
Woich indicate that it is immutable; you don't 
anticipate any alteration in'‘the Act, as you say here. 

MR. ROBERTSON: I looked upon it as it stands, 
Mr. Chairman. Obviously it can be changed like any 
other statutory matter. 

THE CHAIRMAN: Drawing your attention down 


that line to (g¢), you make reference to "the state 


of legal, accounting and business knowledge and 


ANGUS, STONEHOUSE & CO. LTO. Mr. Robertson 35 


TORONTO, ONTARIO 


practices.’ Would you think there would be any signifi- 
cant change in respect of these matters in, say, the 
last ten years, or more, if you like, which would 
indicate the need for a new approach in our tax system? 

MR. ROBERTSON: Mr. Chairman, we first 
mentioned that our main point here was to suggest that 
any reform of the tax system is perhaps tmited by these 
considerations, but beyond that the question seems ei, 
suggest that the tax law was appropriate to all legal 
business and accounting knowledge of the last ten, 
fifteen or twenty years or more. I don't, of course, 
speak with first-hand knowledge of this, but at that 
‘time the tax rates were not quite as significant in 

LU is 
some cases./ the taxes that have changed perhaps as 
much in that time; and while the law does change, I 
don't think there are any particular things you can 
point out. It is a growing thing, and the accounting 
principles and practices are, too. 

THE CHAIRMAN: Yes, I think I noted here that 
fifteen years ago the Canadian Institute of Chartered 
Accountants had issued virtually no accounting 
bulletins, whereas they are rapidly accumulating 
fairly substantial literature in accounting practices 
and principles. 

MR. ROBERTSON: This is a growth in the 
professions rather than any startling departure from 
the principles. 

MR. RUSSELL: Isn't it the case that these 
are governed by tax changes; the two go hand in hand? 


I am referring to depreciation, for instance, and things 
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of that nature. Which comes first? 
THE CHAIRMAN: There is some truth in what 


you said. 
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THE CHAIRMAN: When in paragraph 22 I think 


1 

2 it is, or a little later on, you suggest that the 

3 Commission should have regard to the tax structure in 

4 other countries, we of course are very conscious of 

5 this, and have eatdb1isnee within our own organization 

6 a department dealing with foreign taxes, We would 

7 welcome any thought which you may have as to just how 

8 far we ought to investigate the tax systems of others, 

9 MR, ROBERTSON: Mr. Chairman, this is another 


one of these questions that you can almost answer 
as far as time and resources permit. I think that we 
might keep in mind that we have to look at Canada's 
' tax structure primarily, and that the experience of other 
countries might be useful, but we have to keep their 
experience in the context of their systems, and not 
pull it out too far, Some of the main features that 
might be examined profitably in the other countries, 
I have mentioned one before, their capital allowances, 
their methods of valuing inventories for business 
taxation, an assessment of the proportions of direct and 
indirect taxes, to see if there is any norm, or whether 
they have just arrived like Topsy at some division, 
Their marginal rate spreads might be looked at, Their 
present exemption structures, and so forth, just to see 
how we do compare, There have been experiments in the 
other.countries, and some in Europe, with different rates 
on distributed and non-distributed corporation profits. 
It may be that we have something to learn from this, 
I am not entirely sure at this time, and such well known 


items as the Swedish reserve system might be examined 


~J 
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from both its role in fiscal and tax policy and monetary 
policy as well, but there is no limit of course as to 
how deep you can go, and it is just to pick off what 
appear to be the most useful features to be examined 
closely. 
Tis CHA TRWAN: ye are tremendously 
bed in the effects of the measures to which you 
refer. So"Larcsas I have. beensabhe to find out there 
is virtually no appraisal whatsoever as to whether efrects 
of the incentives which we know. have been incorporated 
into the tax systems of. other countries have been 
successful in achievins the purpose for..which they were 
instituted, Do you know if we can look anywhere to 
measure the effects? 
hike ROBERESON: 7 No f-doni Gc. Mr. Chadcnank 
This is somethin; that we have been quite interested 
in at the Foundation, and as pointed out there does not 
seem to have been much of an assessment of how these 
incentive devices have worked out, If there is any 
trend that can be discerned, it is that many of the 
European countries are dropping the bits and pieces 
incentive approach, and are coming to a more straisht- 
forward use of the tax system. This is mixed up with 
cdi th yoy 
their records to harmonize the internal structures of 
the Common Market countries, so it is not clear where 
their efforts at harmonies and their efforts to 
introduce incentives are drawn, but it does seem to be 
proceeding in that way, 
COMMISSIONER WALLS: I wonder if I coudd 


interjecb a question here? A little while aso, when you 
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were talking about tax neutrality, there was a point 
came to my mind, and I think it is dealt with at the 
top of page 12, where you state in effect that ¢ke a: 
excise tax items | neutrality has. been sacrificed 
for the sake of revenue. Now, I am not too clear 

as to how these excise tax items were selected. i 
have heard it stated that they were luxury items, and 
that that is why they carry a heavier tax than normal 
sales tax. If that is so, is it not possible that 
yesterday's luxury could be today's necessity, and that 
perhaps there should be some revision of the items 
that carry a heavier tax? 

MR. ROBERTSON: I would have to agree of 
course that yesterday's luxury very often becomes 
today's necessity, I think the only answer, and it is 
perhaps not a very satisfactory one, about these items 
that were singled out, is that there was presumed to be 
such a demand for them that the change in price caused 
by these higher taxes will ,result in too much of a drop 
in their purchase, 

COMMISSIONER WALLS: Are you thinking in terms 
of liquor or shaving soap? 

MR. ROBERTSON: Well, I don't know about the 
Shaving soap. I think this is the theory where they 
feel they can pile these taxes on, and I suppose some 
people also feel that it is in the public good to 
diminish the purchase of these, This is perhaps one 


of their background nationalities, 


COMMISSIONER BEAUVAIS: Not by doing that 


so far as liquor is Concernéd,because they produce 
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1 statistics to show that the consumption of.liyuor is 


D-4 2 going up all’ the time, so is the price. 
a ’ Pay “ Tay 

3 MR, ROBERTSON: Well, this maintains that 
4 the demand continues, and it is not a very successful 

; ! ae vt eft 

an ee j 5 A. is g Toe {7 y2 ml hice i ike » Wede Efe 
5 APPR OAC Me Fee POND EE ean a be 
Oo / d 4 ; ey a ee i i 
j VX wins 

6 COMMISSIONER WALLS: I would like to make 


7 it quite clear than when I was talking about yesterday's 


8 luxury being today's necessity I was not referring to 
9 TAGS, 

10 Tie CHAIRMAN: I think it might be a good 
11 idea at this particular point to break off for about 


12 ten minutes, and refresh ourselves and our thoughts, 


- and take a look at a few more questions that we have 
13 1 


14 got. So we will stand adjourned for ten minutes, 


~--/\ short recess, 


THE CHAIRMAN: ‘The ten-minute period is now 
LS, BO. We Will ‘proeced ; 

Now, in order that this may be of interest 
to all, I asked Mr, Robertson if he had any additional 
copies of the submission, He informed me that he had, 
= that he had made them available, so that if there 
is anybody here who wishes to receive a copy now, 

Mr. Robertson has some more, 

We have a few more questions, 

COMMISSIONER GRANT: Mr. Robertson, on page 
10, 24, you pay tribute to the tax structure as it now 
exists, notwithstanding its imperfections, and then you 
go on to say that this is an opportunity in which there 


is the possibility of devising the best system. Now, 
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what has been bothering me to some extent is whether 

or not the present division of taxing powers under the 
British North America Act is likely to prove an 
impediment in devising that system which might be 
regarded as the best. I am wondering, without getting 
teins the ramifications of provincial and federal 
jurisdiction, as to whether the Tax Foundation regard 
the division as it now exists as any great impediment 


to devising that system? 
MR. ROBERTSON: I won't be able to offer any .. 


concrete opinion about that, particularly on behalf of 
the Foundation. It has no opinion on that as such, 

I think it is clear that any fiscal system is more 
difficult in a federal structure, I think just by 
definition this has to occur, The limitations of the 
B.N.A. Act are perhaps not as great as might appear 

at first glance, Due to the ingenuity of the tax 
policy people it has of course resulted in a number of 
difficulties in the death tax field, but for the sales 
tax a way was found around the problem of direct and 
indirect taxes, 

Perhaps the one major Limit for the provinces 
is to put some tax similar to the manufacturers! sales 
tax in operation, That would appear to be the one 
especially where they couldn't readily find a device 
around it, But the mere fact that they have had to find 
devices in this way has, I suppose, cluttered up the 
system a bit, I don't think it completely limits the 
possibilities of reform, but it certainly has to be 


considered, not only from the strict wording of the 
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B.NwAw Acb, which, is interpreted.in different ways 
by different parts of the country -- well, there may be 
some limits. Lt might. be,difficuit ,for example, under 
the, present B.N.A. Act to set. up. some system of the 

fe ADAr et 

frince value added tax, If you consideréd going all 
the way down to the retzil level, this would take quite 
an amount of co-operation between the various levels 

of government, but J think that. in, the past we have 
managed quite successfully to work out quite a few of 
the problems of the federal system in the fiscal area, 

I don't think I can add any. more hen that, 

THE. CHAIRMAN: . We can note, I think 
Mr, Robertson, that the provinces have been most 
ingenious in causing taxes which one mightconsider at 
the first glance to be indirect to be applied in a 
direct manner, and that very ingenuity, I suppose, 
could be carried to the value added taxin the same way 
by the appointment of collectors within the companies, 
or neve the persons licensed to collect the tax, 

I think LI: observed somewhere that it is possible for 
the provinces to achieve the application, or the 
ei ier of sales taxes at almost any level by the 
use of devices, 

MR, ROBERTSON: Yes, IT think’ that’ ingenuity 
is quite remarkable, 

COMMISSIONER GRANT: Well, that ingenuity, 
so-called, stands up until such time as it is challenged, 
and if it is challenged by another jurisdiction, then 
it might not be so ingenioug, 


IR. ROBERTSON: That is very true, 
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COMMISSIONER BEAUVAIS: . Do you know, 
lir, Robertson, if the French value-added tax; is an 
indirect tax, or a direct tax? 

IR, ROBERTSON: The words direct and indirect 
are used in so many ways. We have the special use 
attributed to those words in Canada arising out of 
the B.N.A. Act, but I think, generally speaking, it 


would be considered an indirect tax, 
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ZY 


30 


Ny - 
ANGUS, STONEHOUSE & CO. LTD. : 
TORONTO, ONTARIO 


COMMISSIONER BEAUVAIS: Like the federal 
sales tax is? 

COMIISSIONER WALLS: Do they not use it -- 
they are wholesale and retail level, any retail business 
in) the province, this is, on the retail prices so. .it 
is in effect an indirect tax? 

MR, ROBERTSON: ~I believe so. I.do not 
consider myself an authority on the French added-value 
tax but even in this description it would be considered 
as indirect tax. 

COMMISSIONER BEAUVAIS: ir. Robertson, I would 
direct you to section 40 of your brief which is quite a 
lengthy section. I would ask you: Would you say the 
er under the Income Tax Act since 1943 has indi- 
cated that the substitution of the rule of law by 
ministerial direction has been a satisfactory approach? 

MR, ROBERTSON: Wellgelir Beauvais, -L-cannet 
speak from experience of the pre-1943 situation, I can 
recount what I have been told on a number of occasions 
by practitioners and people who have had experience, 

i am Bure you have had experLence, 

COMMISSIONER BEAUVALS: Yes 


pel vhawe . 


x 
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MR. ROBERTSON: And I'm sure also the mae 
Commissioners, However,it has been drawn to my attention 
on a number of occasions by some of the people who oleae 

NS 

favour the exact rule of law.as opposed to discretion 
that they feel now perhaps the degree of discretion 
should be reintroduced in some way. 


COMMISSIONER BEAUVALS: .To-a- certain’ extent? 


IR. ROBERTSON: . Yes, they feel a. certain 
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amount of it would be desirable particularly as it 
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appears to be one of the only way of avoiding most of 
the written rules which accumulate, This is only second 
hand, I am not an expert. 

THE CHAIRMAN: Do you think that represents 
a fair consensus of practitioners? 

MR. ROBERTSON: I really do not know whether 
it would or not, The people I have spoken to have 
been quite active in tax problems and have had experience 
over quite a number of years but whether it is a” 
consensus or not I do not know, 

THE CHAIRMAN: Of course, I am inquiring as 
to how one arrives at such a consensus or abstracts 
an opinion from a mass, I am wondering whether the 
Foundation might not be the best instrument to inquire 
as to what practitioners do, 

MR, ROBERTSON: Well, we would be happy on 
any specific question ilike this to poll or elicit 
information from our members if that would be considered 
helpful. 

THE CHAIRMAN: I think it would be, 

IMR. ROBERTSON: We would be happy to do that, 

MR, RUSSELL: Speaking for the accounting 
part of this, I am sure this penebents a fairly general 
opinion, I think the profession has felt that when 
discretion was exercised it was generally in favour of 
the taxpayer to remove some anomaly or inequity which 
can be done, It must always be borne in mind that 


as long as the calibre of the persons making use of the 


discretion 1s as high as it was in the past we are 
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1 quite safe in having a degree of discretion, 

2 THE CHAIRMAN: Mr, Marler, do you think the 
g legal opinion would be different than the accountants!? 
4 MR, MARLER: I am not in a position to say 


5 that because my own field is the estate tax field and 

6 I do not think there has been any substitution there, 

7 I would, personally, much prefer the law to be set out 

3 so clearly as not to require the exercise of discretion 
9 or any more interpretations OF nL Gz 

10 COMMISSIONER BEAUVAIS: Are there general area 
11 at the present time where provisions of law and accounting 
12| are being bypassed and with dire results? 

13 MR, ROBERTSON: The dire results I am not 

14 too sure who is affected by those dire results. I can 

15 say that I know of cases that may fall in that des- 

16 cription from my own experience, some which may not appea 
17 dire from the revenue standpoint or very small from 

18 their standpoint but might be felt to be that way from 

19 the original taxpayers! point of view. Some of the 

20 areas that I understand can result in difficulties there 
1 have been inadvertent distribution or shareholder loans 
22 where people thought they were getting returns 

23 on capital and had not been aware of the income tax laws, 
24 COMMISSIONER BEAUVAIS: Are there areas where 
25 consideration should be given to by-passing these princi- 
26 ples in order to achieve better results? 

27 MR, ROBERTSON: Well, two areas that are 

28 mentioned occasionally are the possibilities of equating 
29 the reatnent of interest and dividends as a cost of 


30|| financing corporate ventures, This might be looked at. 


Mr, Robertson oT: 
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I do not know how far you could go but this would be 
an example of trying to equate something which in law 
is quite a different situation, 

Another one that might bear examination is 
in the area of mergers aia amalgamations and where 
de facto mergers in Aen, which cannot for one 
reason or another be carried out under the company laws 
involved might be treated in the same way for tax 
purposes. I might say that other examples of the by- 
pass, I think every place where the word "deemed" is 
used, you might find there is some necessity for that 
either to by-pass some case or rule of law. 

COMMISSIONER BEAUVAIS: My last question on 
this section is; are there areas of non-compliance 
which should merit thespecial concern of the Commissioners 

MR. ROBERTSON: I cannot speak of that with 
first-hand knowledge. My understanding of it is that 
compliance is at quite a high level in Canada and I 
think the revenue officials could perhaps advise the 
Commission on this, I do not have any facts of my own 
here, 

THE CHAIRMAN: I would like to take you back 
to paragraph 35, Now, here you raised some interesting 
points and I would like to ue sure I fully understand 


them, The first sentence: 


tt 


The confluence of the corporate with 
the capital-income concept and with graduated or 
'two-step' (as in corporate tax) rate schedules 
gives rise to the vast majority of our income tax 


problems," 
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1 Would you like to say a word to that 
E-5 2 sentence? I think it may be improved: with a little 


3 elaboration, 


4 MR, ROBERTSON: I might elaborate by indi- 

5 cating the type of problem I have in mind of where they 
6| do come together. I have mentioned one further on 

7 in the paragraph, namely, the one where all three are 


involved and this is the corporate distribution problem. 
This seems to be the chief one where each of these 
things comes together. Some of the others are in de- 
duction and expenditures and the difficulty is in 
determining whether or not they are capital or ordinary 
expenditures, It is just the coming together of what 
alent be mystical concept, that is the only way to 
describe the capital income theory in a lot of 
situations and the same with the corporate theory. It 
is when these theories clash it is something like these 
wire puzzles where if you get each part in the right 
position something will come apart. 
I am afraid I cannot enlighten you or enlarge 
on that very nuch more, 
| THE CHAIRMAN: Well, I am very hopeful before 
you are through this job that you will have more to say 
on this point because I think it strikes right at the 
basis of our taxes, 
COMMISSIONER PERRY: Would you, Mr. Robertson, 
‘agree that there would be a problem outside of this area; 
this concehtrates on the seam, of investment flow, the income 
arising from business activity, beyond that or outside of 


it you have quite an acute personal income tax problem 


4g. 
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1 resulting from income earned from employment, Here} 
B-6 of course, you do not have this complex of corporate - 
capital-income consideration, This 18 really 2 
question of how far you would go, how broad a scope 
is included in the vast majority of our income tax 
probiems. A majority, of course, can be only 51 per 
cent, 

MR, ROBERTSON: Well, I would think most of 
the problems that are in this field, the technical 
problems we have in mind here, The other problems might 
be of equity and so forth but I have in mind the 
technical problems that might exist in the business 
area where you have the separate entities or assumed 
entities carrying on and generating income and it has to 
be passed by some manner or means to living people, 

COMMISSIONER PERRY: I agree that there are 
complex problems in this area but I am just wondering 
how far you would say that the majority of them . 
athe heresy 7%, Thérvé. dre. $till large areas outside of 
this complex of situations. 

MR, ROBERTSON: Well, you can take the 
graduated rate structure and look at it separately from 
the corporate problem and you get into the split income 
provisions or the provisions designed to prevent splittin 
of incomes, Gifts to minors would be another example 
of that and necessity for provision for averaging funds 
returned or pension funds and farmers and fishermen 
averaging and so forth, I think they arise from trying 
to reduce the impact of the graduated rate structure, 


Another one is the problem of associated 
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companies which is really just -- well, it is corporate 
again, it is a matter of the two-step graduation in the 
corporate tax, I think if you take the desire to split 
incomes and average fluctuating incomes and associated 
companies and corporate distributions you gather 

quite a large number of technical problems that are 
involved. 

COMMISSIONER WALLS: There is a question I 
want to ask abottUwhether or not it was excluded in your 
brief or your suggestions rather than being included, 
and this is in paragraph 43 on page 19 where you deal 
with the various corporate tax issues that the 
Commission should give consideration to. I note you 
make no reference to any study of the taxation of 
provincial corporations. Now, is this because there 
is any statutory reason of why they should not be 
taxed or is this not a matter of concern today in view 
of the increasing take-over by provinces of industries 
which must be due to the fact it is a tax-free operation? 

MR. RUSSELL: You mean provincial governments 
taking over? 

COMMISSIONER WALLS: That is right. 

MR. ROBERTSON: I am not too sure if this is 
the type of tax problem we had in mind in bringing this 


up but it did not appear to us in that way. There is 


nothing really to prevent their being taxed, however, 


the situation is between the governing governments; 
the governing government could permit them to be taxed if 
they liked as some of the crown corporations federally 


are taxed. I do not think it is a problem in a technica 


bly 
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that 
sense/could not be overcome if the parties wanted to 


agree to it. 

COMMISSIONER WALLS: Would you suggest it is 
one that the Commission should give some attention to? 

MR, ROBERTSON: I do not know just how much 
it is possible to go into it other than the form of 
equality of the situation between it and private 
enterprise, Ks ‘you pointed out there is a growing 
number of this type of firm and it is perhaps best to 
look at it from the revenue implications of what they 
might bring in and level out the burden, 

MR, RUSSELL: Mr. Walls, would you not have 
to take into consideration in that aspect tha’ 
federal~provincial tax agreement? I think they would 
have a bearing on that subject. 

COMMISSIONER WALLS: . That is right, yes, 

I think you are quite right there, 

MR, RUSSELL: By reason of the type of 
company that is being taken over, 

COMMISSIONER WALLS: Yes,I think you are quite 
right there, 

COMMISSIONER GRANT: I have a question and I 
would like to give Mr. Robertson a rest.In view of the 
fact that Mr, Marler is here I. am at liberty to 
address the question to him, A8.to paragraph 46 "Death 
Duties"; the Commission would be. interested in having 
your opinion as to whether or not you consider that the 
Estate Tax Act as it is now in operation is satisfactory 
or if some of the: questions that are framed here which 


have a bearing on the operation of that act, .there: 


29 
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Should be some changes? JI suppose there are always 
changes but how important are the changes which the tax 
authorities might have in mind? I might also ask you 
to take into consideration the fact that 1t seems there 
is another provincial government that indicated its 
Antention of re-entering the succession duty field and 
should that be a process that would be followed by 
other provincial jurisdictions then again what bearing 
would that have on the federal Estate Tax Act? 

MR, MARLER: Mr, Chairman and Mr. Grant: 
That is quite a mouthful of questions you have levelled 
at me, I plead in answer to it that we came here 
to raise issues SG ne to settle any of them, However, 
within the realization of that,I have opinions of my 
own as to the Estate Tax Act, This Act was introduced 
after many years of consideration as to whether this 
was a better type of tax than the succession duty 
which, up to that time, represented the Canadian govern- 
mentSsole entry into the death duty field. Debate 
raged. on this question countrywide, The most 
persuasive reason given, in my judgment, for the abolition 
of the Dominion Succession Duty Act and replacement by 
the Estate Tax Act was that the new Act would be very 
much simpler to enact than the old one, I think this 
proposition is one of very doubtful validity now. I 
think it is undeniable that a person who is planning to 
die in the near future can more readily determine the 


number of dollars his estate may have to pay in the 
ie 


way of estate taxes but this was not too difficult be- 


forehand, 


Mr,.Robertson oo 
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1 I think the officials can give you a far 
i 2 better estimate than I but I would not be surprised 
3 if they told you they did not find the simplicity they 
were told they would when it comes to administering 
5 this Act. In drafting the Act the government has gone 
into very detailed rules as to how everything should be 


done, I suppose this makes life easier for the 


department but it makes life much less interesting for 


are so many rules now that all the positions are taken 


10 

11 care of, 

12 As far as this entry, which I think we said 
13 had already occurred in British Columbia, I think they 


the estate planners than it used to be because there 


14 re-entered on the lst of April. There are, aS members 
of the Commission are aware, provisions in the Estate 
Tax Act which are designed to reduce the amount of the 
estate tax where property has already been the subject 
of succession duties, 

Going back a little way, the rates on 
dominion succession duties were doubled in 1947 when the 
first provincial agreement came before us. At that time 
the first provision for credit against the dominion 
succession duty which corresponded to the provincial 
succession duty which was introduced, these provisions 
are still in the Act now, 

What the government would no doubt like is to 
see the credit against estate tax will apply only where 
provincial succession duty has actually been paid... This. 
I believe, is unacceptable to provincial governments 


who rented out these fields because it does not work out 
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1 to their satisfaction in all ways, There 18.4 very 
2 cluttered body of rules in estate tax which determine 


3 if they will be credited or not, 


29 
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There has been a lot of publicity given in the press 
in cases in which arrangements could be made to gain 
the credit. This is one of the reasons why British 
Columbia has decided to re-enter the field. 

That is rather a long statement in answer to 
your rather long question, but I am not sure whether it 
has answered it or not. 

COMMISSIONER BEAUVAIS: Mr. Marler, at the 
present time I don't think it is equivalent. to 50 per 
cent in Quebec. You don't receive a credit of 50 per 
cent from Ottawa. It is first on account of exemption. 
If. you go over $10,000 in Quebec you don't have any 

-eredit at all. 

MR. MARLER: That is correct. 

COMMISSIONER BEAUVAIS: On the other end, 

Mr. Marler, it seems to me that there are some sections 
in the Estate Act which should be investigated, like 
section 3 (k), for instance, on pensions. You may 

have a case when a pension would be paid to a widow 

and the estate receives eenie ee eet ae The 
pension will be taxedaccording to the widow's age and 
the estate wouldn't have the cash to pay it at all. 

And not only that, the pension would be subject to 
income tax for the full amount. Don't you think that 
the Foundation could investigate such cases? 

MR. MARLER: Well, the Foundation could 
certainly advise the Commission in so far as the 
Commission would need any advice on the interpretation 
of that section. Everybody is bound to agree that the 


effect of the estate tax plus income tax is a very 
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COMMISSIONER BEBUVAIS: In those special cases 
of hardship» it isevery important. 

MR. MARLER: Yes. Of course, there is another 
section, the very next section of the Act, which I 
always thought was theoretically very peculiar, 3 (I)(1), 
which brings into tax any amount of money a person who 
has employed any deceased person would hand out to the 
deceased person's widow in token of his services. The 
person who gets the benefit should likewise be taxed. 
But, theoretically, a person should on his deathbed 
know how much tax he is going to pay. In this case he 
| doesn't possibly know. 

THE CHAIRMAN: That estate tax has been in 
effect a long time. 

Now, has a criticism been prepared of this Act 
as it now stands? 

MR. MARLER: I don't know of any critique. 
Perhaps the Bar Association in its own submission will 
criticize: ito inedetailéinIoknow therevare volunteers 
who are willing to answer questions to the Commission 
about the Act, but I know of no general critique. 

THE CHAIRMAN: Yes, it might be very helpful 
to the Commission. 

MR. ROBERTSON: Mr. Chairman, I would add to 
that that there have been annual conventions of the 
Foundation which have dealt with that and they are 
annually published. 

MR. MARLER: There is nothing which says that 


the Act» is a very excellent Act. We know the Act is 
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1) very bad. 
2 THE CHAIRMAN: Thank you. 
3 COMMISSIONER PERRY: Mr. Robertson, I think 


4| the Commission as a whole observesthat there seems to 

5| be more emphasis in your brief on direct taxes, the 

6| corporate and personal income taxes, than on the 

7|| commodity taxes. There appears specifically a reference 


g| only in paragraph 50 under the heading "Hidden Taxes" 


and not in the very broad context there. I assume we 
shouldn't interpret from that that all is well with 
commodity taxes. There are some indirect suggestions 
in certain paragraphs of specific things that we might 
look at. In paragraph 41, for example, in parenthesis 

you throw in the thought of subjecting services to the 
sales tax, and in other places there are more general 
statements as to the proper balance of taxation. 

Perhaps a question I would like to put to you 
is simply to have you say that we are not to interpret 
your brief as implying that the major concern is direct 
taxes, that there are quite substantial problems as 
well under the sales tax particularly? 

MR. ROBERTSON: Well, that was the way we had 
hoped the brief would be interpreted; and paragraph 50 
about hidden taxes was a general comment that was not 
Supposed to be the only word on indirect taxes. We 
hopedthat concern would show up in other sections. 

COMMISSIONER PERRY: Is there any further 
comment you wish to make? 

MR. MARLER: If I may confer with Mr. Robertson. 


MR. ROBERTSON: I would add, Mr. Perry}. that 
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we had in mind the sales tax as well as direct taxes 
when we spoke about exemptions and so forth at an 
earlier point aneut narrowing and broadening the tax 
base, and we had those in mind certainly as much as 
direct taxes. Definitely the use of these exemptions 
in the place of the sales commodity taxes as a revenue 
source we certainly feel is a very important part of 
the consideration of the Commission. 

COMMISSIONER PERRY: Well, I might turn to 
the memorandum of additional questions which has been 
provided to all witnesses appearing this week. I 
wonder if you would consider making observations on 
two or three! oly these: 

First of all this: What aspects of provincial 
and municipal taxation should be considered by the 
Commission? 

MR. ROBERTSON: Well, I would say this to 
begin with, that we, of course, appreciate the 
limitations of the Commission's terms of reference to 
go into the provincial and municipal field; and we also 
appreciate that it is perhaps difficult to assess just 
one level of taxation. But the one. major, area, 1) think 
that might be useful to go into is the possibilities of 
what might be termed harmonizing or integrating the 
federal taxes with the provincial taxes. We have in 
the brief suggested, just by way of example, what some 
of these might be: the possibility of a single sales 
tax at the retail level, which would be actually a 
provincial statute but which would carry out some of 


the purposes of collecting revenues for the federal 
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government. I think this type of approach might be an 
interesting one when you are considering new shapes for 
the tax structure. 

All of these presuppose the desire, which I am 
sure exists, of the provinces to work out suitable 
arrangements where they are proved to be in everyone's 
best interest. 

There may be suggestions made from time to time 
to the Commission of the vossibility of having certain 
provincial and municipal taxes deducted in the course 
of collecting the federal income taxes, for example. 

I think this is often mentioned as a possibility, as a 
“way of relieving the municipalities or allowing them to 
raise their own taxes. If that morn abd the 
Commission would have és consider,the federal levies. 

THE CHAIRMAN: When you are talking about sales 
tax as between the federal and provincial governments, 
you speak of sales tax at the retail level, and, of 
course, the provinces are already at that level. I would 
ask you whether that expresses a choice. Are you indi- 
cating to us that the retail level is in your opinion 
the best level? ‘ 

MR. ROBERTSON: Well, my own opinion is yes. 

IT am sure there are others who might disagree with this, 
but I think it has a lot to commend it. There are 
difficulties at all levels of imposition, but this one 
would appear to give a very broad base and perhaps a 
lower statutory rate. 

COMMISSIONER PERRY: Another matter which has 


concerned the Commission is how far we should consider 
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the procedures by which Parliament deals with tax 
matters. There have been views expressed recently on 
this subject. Would the Foundation care to suggest 
how far this Commission as such should examine that 
matter? 

MR. MARLER: If the Commission considers it 
at all, it must also consider that these considerations 
will be so made that they will never require any amend- 
ment. My own personal feeling is that changes in tax 
legislation should be less precipitative than they 
have been in the past, that more room should be allowed 


for the careful study by experts, if they can be found, 


of the proposed tax changes and of the results on the 


economy and Canada on the tax changes. Only when the 
results of those examinations are known should the 
changes be proceeded with. 

MR. ROBERTSON: I would add to that, Mr. 
Chairman, that we have had several examples of that type 
of viewing. We have had estate tax which was considered 
for some time, and changes for corporation tax. The 
1948 income tax was handled in this way, and more 
recently a bill for deferred profit -sharing, and it 
seemed to work quite well. ; ; 

vee ee Nee (U anina Olt Deen geen | 

Obviously, they just don't want simply a 
change in the rates. Perhaps they don't want them 
debated at least before they are put in; and I assume 
we would also want to have any system of examination 
fit in with our concept of responsible government in 
which the government carries the ball, as it were, on 


tax changes. 
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The American system, of course, is somewhat 
different, and we are perhaps looking for something that 
loosens up our system perhaps a little bit and does not 
leave things quite as far open as they are in the 
United States. There seems to be a considerable time 
pass before they can enact legislation once it is 
proposed. 

I am sure the views of the Commission on this 
question would bce well received. It has received quite 
a bit of consideration of the Joint Committee of the 
Canadian Bar Association and the Institute of Chartered 
Accountants as well. 

THE CHAIRMAN: If the Government proceeded to 
be more liberal in putting forward a bill, what kind of 
a commission or committee would you visualize as 
receiving petitions from people? It would seem that 
without some such committee or commission it would 
place on the Minister a quite unusual burden. Should 
there not be some mechanism in there for relieving the 


Minister? 
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MR. ROBERTSON: I would think there would 
have to be a mechanism, perhaps a Parliamentary Committee 
of sorts, The Senate Committee on Banking and 
Commerce does an excellent job in the review of some of 
the tax legislation. Of course, under our system their 
power to suggest amendments is very limited, which 
perhaps only confuses this, so it may have to be done 
through the Commons. We have made no particular study 
of ths These are just areas that might be looked at. 

MR, MARLER: The Commission may have noticed — 
in the press comments that the Committee should consider 
itself such a body of critics, 

COMMISSIONER PERRY: The counterpart of this 
loosening up on the legislative side would seem to be 
a system of advance rulings, or some greater flexibility 
within the administrative process, Have the Foundation 
examinations of the system of advance rulings satisfied 
you that this is a subject that we should pursue by .a 
complete study? 

MR, ROBERTSON: Yes, I would think that it 
does warrant a close examination, The American 
administration has had quite a period of experience in 
this, and I understand that you can get more or less 
formal rulings in some of the European countries, 

The main area of concern, I think, in Canada for advance 
rulings is where you have very complicated corporate 
probdems or ventures that are about to co further, and 
it would be considered most helpful to have some type of 
ruling on these, This also merges into the question 


of discretion being exercised, either by the Adminis-~- 
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tration, or at some other place, because the advance 
ruling in itself involves inevitably I believe some 
type of discretion, or the development of some business 
purpose text that may go beyond the actual wording of 
the law in the statute. 

THE CHAIRMAN: Yes. There would be no 
purpose to it were that not the case, 

MR, ROBERTSON: I would think so, 

COMMISSIONER PERRY: I have no further 
questions, 

THE CHAIRMAN: Are there any further 
questions? 

Well, we are very grateful to the Canadian 
Tax Foundation indeed, AS \I saidtear iter, thiis.de 
our first aaa: and to us up here it has eens most 

and 

enjoyable/informative, and I think the Commissioners 
feel as I do, I would hope, and look forward to hearing 
again from the Canadian Tax Foundation, probably as 
part and parcel of the national hearings, which are to be 
conducted in the autumn, I think it would be most fit- 
ting that some thing that started with the Tax Foundatio 
should be ended with the Tax Foundation. It is a 
strategic position, and they would then have heard all 
that was said to us, and we would indeed be interested 
to hear thelr comments on all that has been said to us, 

Tig SECRETARY: At 2:15 this afternoon the 
Canadian Chamber of Commerce will appear. 


THE CHAIRMAN: We stand adjourned, 


---Luncheon adjournment, 
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1 Tuesday, April 16, 1963. 


AA/PM/ Je 2 
---On resuming at 2:15 o'clock, 


THE CHAIRMAN: Gentlemen, the hearing will 
now come to order, it being past the hour of 2:15, 
Mr, Secretary, I understand this afternoon we are 
meeting a delegation from the Canadian Chamber of 
Commerce; would you be kind enough to introduce them? 

THE SECRETARY: Mr. Chairman, this afternoon 
we have with us officers of the Canadian Chamber of 
Commerce, Mr, George Keeping is Chairman of the 
Executive Committee of the Chamber of Commerce and he 

ts going to speak to the brief and introduce the 

officers who are here, I will now enter this brief 
as Exhibit 3 into the record. 


EXHIBIT NOwess: Brief vof «the (Canadian 
Chamber of Commerce, 


SUBMISSION OF THE 


CANADIAN CHAMBER OF COMMERCE 


APPEARANCES: 
Mr, George Keeping, - Chairman,Executive 
Council, 
C.W. Leach, - Chairman, Ad Hoc 
Committee, Royal 
Commission on Taxation, 
Morgan Reid, - Member,Ad Hoc Committee 


W.J..Hulbig, aoe it 


Eric Hamilton, hel " 


Stewart Thom, Neg " " 


Wed. ieNally, - Manager, Policy Department 
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Tie CHAIRMAN: Thank you, Mr. Bennett, 
Gentlemen, we are quite overwhelmed at the strength and 
the size of your delegation, I have just worked out 
that if we give you each 15 minutes we will have a prett 
full afternoon and, indeed, I hope we do hear from you 
aad; Mr, Keeping, will you commence? 

MR. KEEPING: Mr. Chairman, I can reassure 
you and set your minds at rest that I will take one 
minute and perhaps one and a half minutes, The Executive 
Council of the Canadian Chamber welcomes this opportunit 
to appear before you at this preliminary hearing. 

The appointment of the Commission fulfilled a request 
which the Canadian Chamber had made of government over 

a number of years to thoroughly review the tax structure 
of the country. We were, therefore, very grateful 

when your Commission was appointed, . 

The Canadian Chamber of Commerce is a 
voluntary organization and federation of more than 850 
boards of trade and chambers of commerce throughout 
Canada. The terms "board of trade" and "chamber of 
commerce" are quite synonymous, In addition to these 
organization members the Chamber has 2,700 corporation 
members consisting of companies of all sizes and in 
all geographical locations, Seventy-five per cent of 
the boards are in communities of less than 5,000 
population, 

The preliminary statement that we have sub- 
mitted is submitted by the Executive Council which is 
appointed by the National Board of Directors, the 


governing body of the Chamber to carry on the ordinary 
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1 business in the interimbetween meetings of the Board 
2 of Directors, 
3 With your permission I would like to 


4 introduce Ir. Campbell Leach who is the second next to 

5 one on my left. He is the chairman of a special 

6| committee which the Executive Council has set up to 

7 prepare a submission to the Commission, 

8 THE CHAIRMAN: Before Mr. Leach speaks would 
9 you reply to one question on your own remarks? 

10 MR. KEEPING: Certainly. 

11 THE CHAIRMAN: You have indicated that the 

12 Chamber of Commerce pressed for a Commission such as 

13 ' this to thoroughly review the tax structure of the 

14 country. Now, I have been thinking once or twice as 

15 to why Canada wished a Royal Commission on that. At 

16 the present time there 18 reason for a review in the 

17 United States, the slow rate of economic growth, i, 

18 am. wondering if this is primarily the reason for a 

19 FUERTE dota de! oie the fact that persons in Canada 

20 have become concerned with the complexity of our law 

21 and the difficulties of. Canadian income tax. 

22 MR, KEEPING: I think both those factors 

23 entered into the recommendation and the declaration that 
24 the Chamber had in its policy for a number of years, 

25 I think the principal one was the concern of the members 
26 of the Chamber at the rate of economic growth and, 

27 secondly, the complexity of the Act, Since the Act 

28 was enacted in 1949 it had been developed in a somewhat 
29 hodge-podge fashion and was becoming unwieldy. I think 


30 the major factor was the unsatisfactory rate of economic 
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1 growth, 

2 IR, LEACH: Would it be in order if I stand 
3 for my opening remarks? 

4 THE CHAIRMAN: You have your choice, 

z MR, LEACH: If I may. I would like, first 


of all, to associate myself with the words of appreciation 
7 which were spoken by Mr, Keeping. We are very GANIC 
8 indeed to be here this afternoon and, in fact, we 
9 are complimented on being invited to join these pre- 
10 liminary hearings. We are overcome with your 
11 willingness to take on this formidable task and at the 
12 enerry with which you are approaching it. If you 
13 - achieve success, and we fervently hope you will, 
14 Canada will owe you a great debt of gratitude, 
15 This Committee and the. present delegation 
16 cannot speak for the Canadian Chamber of Commerce, 
17 The submission which we will prepare will have to be 
bs approved and perhaps amended by the Executive Council 
19 of the Chamber before it can be regarded as a statement 
20 of the Chamber, Worse than that, perhaps we who 
1 appear before you this afternoon cannot even speak for 
22 the Committee because no conclusions have been reached 
23 by the Committee itself. We represent perhaps less 
24 than half of the total number of our Committee, We 
25 would crave your indulgence if we this afternoon appear 
26 to avoid conclusions and ask you to recognize that any 
27 opinions that are expressed are individual opinions and 
28 not the opinions of the Canadian Chamber of Commerce, 
29 I would also implareany of those who have 


30] the responsibility of reporting this meeting, either for 
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the Commission or for the Press, should avoid attributing 
anything that is said this afternoon to the Canadian 
Chamber of Commerce, 

I would now like to introduce the delegation 
that is with us this afternoon, On my extreme left 
is Mr. Stewart Thon, a solicitor from Toronto and 
former Chairman of the Canadian Tax Foundation, On 
my immediate left is Mr. W.J. Hulbig, also a solicitor 
prominently associated with the work of the Canadian 
Bar Association Tax Oommittee, On my extreme right 
is Mr, Eric Hamilton, C.A.,:an officer of d prominent 


chemical industrial company. On his left is Mr. Morgan 


Reid who is with a large retail merchandising establish- 


ment, 

Then on my immediate right is Mr, Wed. 
McNally, Manager of the Policy Section of the Canadian 
Chamber of Commerce, 

I would. like to say that we have the 
services of Dr. J.R. Petrie, a consulting economist who 
will aid and lead us in the preparation of our final 
brief. I would like to say that Dr. Petrie is lurking. 
in the wings with the idea of making a dramatic entrance 
at this moment but I am very sorry to say he has been taken 
111 and will not be with us this meer ieer much as we 
hope that would be the case, Thus, we are on our own 
devices and will lack his assistance, 


The statement which we have filed with you 


is deliberately brief and it avoids conclusions, You 


will note even that it is headed as of this date, I 
would like to read for the record the nine points that 
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1 are made, starting on page 2 where we say that the — 


2 following areas are expected to be ineluded in our final 


3 statement, 


: 1. Brief resume of fiscal policy as it has 


: been implemented in Canada in recent years, 

"| This will be a broad statement of our 

; interpretation of fiscal policy and a critica 

‘ appraisal. 

7 re Weight of the tax burden and its 

‘ distribution, This will show the proportions 

if of total revenue derived from the major 

, federal, provincial and municipal taxes, 

7 3 A statement of basic fiscal principles, 

r This will contain the Chamber's tax policy 

- and a discussion of tax neutrality vs, 
discrimination, 

‘i 4, Effects of taxation on business, This will 

e deal with the impact of the corporation tax 

< on the creation of new enterprises, the effect 

i on expansion of small companies, on the 

mt availability of capital, on related earnings, 

% It will also deal with the effects of municipa 

a taxes on industrial location and regional 

Be rates of economic growth, 

i a Tax incentives, We shall deal with the in- 

mn centives as they exist in Canada at the 

me federal, provincial and municipal levels, Amon 

4, the subjects to be discussed will be the tax 


position of co-operatives, special depreciation, 
29 


ve other special write-offs, and the incentive 


error 
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contained in the 1962 Budget regarding 

taxes on income from increased sales, At the 
municipal level there will be a critical 
analysis of tax concessions to business and 
discriminatory treatment of different epee. 
of business, A brief survey of tax in- 
centives in foreign countries will be included 
Impact of the personal income tax, This will 
show distribution of the tax burden by income 
groups, It will cover the effect. on personal 
saving and investment, as well as the problem 
of taxing dividends as well as corporate 
income. 

The broader tax base vs, incentives, Here, 

the effects of broadening the tax base and 
maintaining tax neutrality insofar as possible 
Will be compared with the effects of the tax 
incentive approach. Among the points to be 
discussed are lower income tax rates and a 
broader Federal sales tax base, An attempt 
will be made to reach conclusions and to 
rationalize proposals on economic grounds, 
Excise Tax Act. Reference will be made to 
the Excise Tax Act submitting proposals with 
respect to the definition of sales price, 
exemptions, and appeal procedure, 

Estate Tax Act, Reference will be made to 
the Estate Tax Act submitting proposals for 
relief from the combined effect of estate tax 


and income tax on certain death benefits and 
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1 : proposals dealing with installment payment 

2 of taxes, optional Ve IEL SD dates, and 

3 'fair market value', " 

4 What we can say at this time, Mr. Chairman, 
5 is that our object is te produce a final submission 

6 which is in conformity with the stated policy of the 

3 Canadian Chamber of Commerce in fiscal, monetary and | 


8 taxation matters. 


We will file with the Secretary of the 


9 

10 Commission our policy declaration and I would direct 

11 the members of the Commission to page 36 where is found 
12 the commencement of the Chamber's policy statement 


13 and declaration on the question of public finance and 


14 taxation, 


15 TI CHAIRMAN: What is the date of that? 

16 MR, LEACH: It is the current policy statement, 

17 THE SECRETARY: Exhibit 4, 

18 EXHIBIT NO. 4: Copy of policy 
declaration of Canadian 

19 Chamber of Commerce, 

20 MR, LEACH: Now, we are in your hands and 

4 at your disposal. We will endeavour to answer any 

ay) ipeatey ain elaborating on or clarifying the terms of 

23 our statement subject to the reservations mentioned 


24 earlier, You will appreciate that I do not propose, 
25 with the galaxy of talent associated with me, I do 

26 not propose to answer all these questions my seit. 15 

27 will devote myself to deflecting the barbs and darts 

28 which you may direct at us, 

29 At the same time, there are some suggestions 


30 and instructions which the members of the Cornmission 


29 


30 
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might like to offer to us looking towzrds the 
preparation of our final brief and, if so, we would be 
more than pleased to receive any such suggestions, 

I might say that we have examined carefully 
the memorandum entitled "Memorandum on Preliminary 
Hearings to be held in Ottawa April 16 to April 20", 

We have examined these questions and prepared some 

notes so they would be in accordance with your wishes, 

It would be a convenience to us if your questions 
followed in that nettern and sections of that memorandum, 
Thank you, 

THE CHAIRMAN: Thank you, Mc. Leach, Your 
submission to us, though short, covers a huge area and 
I know that we have a few questions based on rep 
The Commission will look to the Chamber for considerable 
assistance because your organization probably has the 
widest experience of Canadian business, When we are 
concerned about the effects of taxation I would be 
surprised if anybody in the country could speak with the 
authority of the Chamber, 

MR. LEACH: That is the role we would like to 
assume, 

THE CHAIRMAN: I nf it falls naturally 
upon you, 

COMMISSIONER WALLS: Following along this 
line and because of the experience the Chamber has they 
are probably the people best able to give us some 
guidance on this matter; have you carried out any study 
or do you intend to carry out any study for your brief 


on the percentage of sales tax that is included eventuall 
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in the retail sales value passed on to the consuner, 

Ti you have not done that could you advise the 
Conmission as to how they could best go about assessing 
the amount of sales tax that is eventually passed on 

to the consumer? 

MR, LEACH: You will appreciate for one 
reason or another we have not yet carried on anything 
like the full research we would like to do. I 
certainly personally cannot answer that question one > 
way or the other. I was wondering if Mr. Reid would 
have any observations on that? 

MR, REID: I would suggest that if we can 
be of assistance on this particular point that it would 
be possible to at least provide something in the area 
of research that might be of some assistance to the 
Commission through our member corporations, I would 
think lir, Keeping as Chairman of the Executive Council, 
if he felt that this was a useful function to be per- 
formed for the Commission we shouid at least make 
some contribution in this area, 

THE CHAIRMAN: Thank you, We will certainly 
consider that and probably take advantage of your kind 
Ofer; 

COMMISSIONER PERRY: I wonder if, growing out 
of that question and enlarging on it a bit, if the 
Chamber could name any specific projects that they are doing 

for their brief, if it is not too early to mention it, 

MR, LEACH: I think you have us at a dis- 
advantage because for a question like that we would have 


relied very much on Dr... Petrie, I do not know if anyone 
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associated with me would think differently but I do 
not think we can say anything about the degree of 
research under consideration, 

THE CHAIRMAN: We are indeed sorry to hear 
of Dr. Petrie's iliness, I hope it is not serious and 
that he will be able to carry on the job for you, 

MR. LEACH: We have under way a project 
distributing a questionnaire to some 400 of our members, 
This is one positive research program that‘we have, 
However, if the question refers to the level of sales - 
tax, aS I understood the original question did, I do 
not think we have anything on that particular subject, 
This 1s, as I say, one means of research that we have 
available to us. 

COMMISSIONER PERRY: I think we might say that 
as a general rule we are eagerrfor some factual 
information on any area in which it could be produced, 

I am afraid we are all too prone, including Royal 
dbimiwstGhers | to come... forth with generalities which 
‘quite often are not supportable or in which no attempt 
has been made to provide support, 

MR, KEEPING: I sincerely hope if you have 
any specific areas in mind you will mention them because 
we will be very anxious to give what consideration we 


can to any specific point. 
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THE CHAIRMAN: Well, perhaps the most 
obvious question that comes to mind is the choice 
between releving the weight of taxation in the area. 
which encourages corporate investment as opposed to 
retieving it in that ‘ae which would increase consumption. 
Now, measuring the relative needs, as I say, is not 
very clear. T think that in the United States bing 
recognized that relief was needed in corporate taxes. 

I think that was to some extent based upon the fact that 
capital formation had slowed down. Now, I wonder if 
capital formation in this country has slowed down. 

But again the Chamber would probably have a view on the 
matter. 

MR. LEACH: I think we have personal views on 
the subject, Mr. Chairman, but I think we would like to 
have them confirmed. 

Our questionnaire asks the following questions: 

(1) Has there been one or more situations 
in your business wiere weight of federal 
corporation tax on a contemplated new project 
was such that the project was abandoned? | 

(2) In the foregoing project or projects 

or activity how many percentage points would 

the corporation tax have had to be dropped to 

make the project or projects or activity 
feasible? 

(3) Is the federal corporation levy borne 
by (1) consumers, (2) shareholders, (3) borne 


partly by consumers and shareholders, and (4) 


not certain? 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO ‘ 76 


I think these are pertinent questions. 

THE CHAIRMAN: Are the answers starting to 
come in? 

MR. LEACH: Yes, they are starting to come in. 

THE CHAIRMAN: Yes, they are most pertinent 
O taee else I would think. 

Wouldn't one be inclined to shade answers in 
accordance with the desirability for tax rebate? I 
don't Bay. At 84s dishonest way at all, but 
we all have our motives when we come to answer questions, 
we have our own interests in view. I thought perhaps 
at one time that consideration should be given to the 
desirability of sending out persons to raise these 
questions in discussion. It is much more economic and 
much better to do it by questionnaire, as you have done. 

MR. LEACH: From the answers that have been 
received; I would say that the answers are sincere 
because they are not sufficiently pointed in one 
direction, I feel, where they are influenced by emotion. 

COMMISSIONER GRANT: Might we, Mr. Chairman, 
refer to the Estate Tax Act? I think that we should 
use this opportunity to ask Mr. Thom if he would agree 
to tell us his views on the general application of the 
Estate Tax Act, as to whether or not he thinks it is 
deing an adequate job at the present time. Also there 
is the likelihood that if the provinces re-entered 
the estate tax field it is going to undermine to some 
extent the application of the present Estate Tax Act. 

MR. THOM: I was looking forward to the 


answer of the Commission in that question, Mr. Chairman. 
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1] But speaking from my own personal opinions, it has been 
2) somewhat my unaenece atti. of the Dominion Estate Tax 

3] Act that it was an auxiliary Act and not necessarily a 
4 money-raising or social function. 

5 As to the provinces re-entering, one enters 

6| into political aspects of the problem which are beyond 
7 me to deal with adequately. Now there are three 

g|| provinces which are in it, and the only ones which are 
9| not in it are those which don't think they can do as 

10| well by staying out. 

il The application of the Act is something on 

12|| which the Chamber has something to say as to the 

13 practicability of it. I am sure the public and the 

14] Chamber will look forward with the greatest interest 

15] to the recommendations of the Commission on the 

16|| anomalies, such as annuities and things of that nature. 
17|| These are practical problems of administration of tax 
18] policy. 

19 On your larger question, Mr. Chairman, I 

20) don't think I can add anything to what I have said. 

21 | THE CHAIRMAN: In your policy statement there 
22|| is a reference made to double taxation, double taxation - 
23|| corporate income I see here. "The Chamber recognizes 
24] the steps that have been taken to reduce double tax in 
25] the field of income tax ..." Well, presumably if one 
26) found as a result of inquiry that most corporate taxes 
27|| were passed on to consumers and not borne by share- 

28] holders, such a finding would be in conflict, I think, 


29} with this item of policy statement. Would that be 


30} correct? 
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MR. LEACH: If I understand you, Mr. Chairman, 
I don't think we have arrived at a conclusion on this yet 

THE CHAIRMAN: My question was that you have 
raised the question in your questionnaire as to whether 
or not corporation ee borne by the shareholders were 
anne on to others in goods or ies answer to 
that came in, that most corporation tax is not borne by 
the shareholders, it would imply that there is not double 
taxation of that income , and I Sunes your policy 


statement would require revision in the light of that. 


MR. LEACH: Well, Mr. Chairman, the results of 


the survey have yet to be determined, and how this will 


follow through into the policy statement is very hard 
indeed to predict. As the Commission knows, it is a 
very hard subject to nail down. I know there is a 
possible implied contradiction, but I don't think it 
exists yet. 

THE CHAIRMAN: The only reason I raise it is 
to indicate that despite your reference to double 
taxation, I think we all recognize now that we are not 
sure whether there is double taxation. It is an area 
into which we have to look. 

COMMISSIONER PERRY: Mr. Leach, there are a 
few points that just have occurred to me as I read over 
your questions. I imagine that some of them are 
things that Dr. Petrie would be best prepared to speak 
on. On item 1, the brief Elna Ned of fiscal 
policy in recent years; I wonder if you would entertain 
a suggestion that. "recent" there be made to mean the 


post-war period. Ithink if you are going to do this 
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4t would be worth taking a fairly long sweep, because 
there are some fairly closely integrated developments 
which have gone right through the piece. 

Under item 2, I don't think you are really 
contemplating there a complete study of the incidence 
of paeRcadt, which is quite an elaborate sort of an 
exercise. 

When you refer to the tax burden, I suppose it 
has to be read in the context of the rest of the para- 
graph that it has to be largely a statistical presenta- 
tion of the source of present tax revenues rather than a 
study of their ultimate resting place. Would that be a 
proper interpretation? 

MR. LEACH: I think so, Mr. Commissioner. I 
think what we have in mind there is to pool together a 
number of sources which are available to us and try to 
summarize and comment on that. 

COMMISSIONER PERRY: Item 3, of course, will be a 
statement strictly on behalf of the Chamber, as I read it 
Now, in 4, the effects of taxation on business, just what 
is implied by the expression "on related earnings"? In 
Tack, 2 wonnened even if that might not be a typographical 
error and it is intended to refer to "retained earnings". 
It is your brief. 

MR. LEACH: If it is a typographical error, it has 
passed the scrutiny of several pairs of eyes. 

MR. KEEPING: I suspect it is one. 

COMMISSIONER PERRY: There doesn't seem any- 


thing in the paragraph which has reference to related 


earnings. © 
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MR. LEACH: May we amend it to "retained", 
Mr. Chairman? 

COMMISSIONER PERRY: I would just like to 
suggest that there are two or three of these areas in 
which the Chamber could always produce some indigenous 
information. You are in contact with a good organiza- 
tion throughout the country, probably very closely in 
touch with small businesses particularly, and it may be 
that you can produce some substantial factual informa- 
tion on the effect of taxes, particularly on smaller 
businesses, and even more particularly on small 
businesses in various regions of the country. 

Then you refer to municipal taxation; 
well, this again, I suppose, might be an awkward 
question. Will this be a study in depth or will you 
simply be reporting on general questions of the variety 
of treatments under municipal business taxation? 

MR. LEACH: We don't wish to emphasize this 
point, Mr. Chairman. I think it will be a passing 
reference to the material already on hand which 
indicates trends and principles. It will only be a 
passing reference. 

COMMISSIONER PERRY: Under 5, where you mention 
tax incentives, you say that you will deal with them. 
We naturally would appreciate any comment whatever. 
Again the real difficulty, though, is to Mtve some 
actual information on the way in which these RE Me 
are worked out in individual cases. So that any indi- 
cation that you could give of specific instances, where 


the incentive provision made the difference between 
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going ahead or not going ahead, would be very much 
appreciated and very helpful to the Commission. 

We have found this, I think, with regard to the 
often-cited incentive measures in Europe. It isn't very 
difficult to obtain details as to what they are, but it 
is extremely difficult, if not impossible, to discover 
how in practice they have worked out and what their 
effect has been. 

The rest is fairly straightforward, excepting 
that you are over and over again opening some fairly 
broad issues on which we would hope your conclusions 
will not only be profound but well-substantiated. 

MR. LEACH: It was our deliberate intention, 
Mr. Chairman, to be broad, I don't say profound, and I 
am sure that the members of the Commission will realize 
how difficult it is to substantiate things on the basis 
of non-existent cases. 

THE CHAIRMAN: It is very hard indeed. We are, 
of course, concerned that when one talks of the effects 
of taxation, we recognize the importance of this 
particular area. 

You indicated to us a little earlier that you 
had taken a look at questions which had been submitted 
to you and you had certain notes among those questions. 
It seems to me that rather than interrogate you by 
reading you the questions, if you would care to speak 
to the questions from your notes, that might be the 
easier way. We can, of course, read the questions to 
you, but that would be a bit of a shambles. 


MR. LEACH: Would you like us to go through 


a 
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the piece, Mr. Chairman? 

THE CHAIRMAN: Yes, I think so. 

MR. LEACH: Well, with your indulgence, I 
will indicate the question and ask one or other of the 
delegation to speak to it, in order. 

THE CHAIRMAN: Very good. 

MR. LEACH: The memorandum starts off --- it is 
quite an undertaking. 

THE CHAIRMAN: You cut it down to your own size. 

MR. LEACH: The memorandum starts off with the 
main heading, "The Scope of the Inquiry. How far 


Should the Commission go in hearing Submissions and in 


Undertaking Research Work with Respect to the Following: 


a) The problems involved in the management 
of the public debt and the integration of 
changes in the money supply with changes in 
taxes by the Federal Government." 
Now, this is a question which we thought 
Dr. Petrie would have some views on. Most of us are 
business and professional men and not well versed in 
this, but there is one man amongst us, Mr. Reid, who 
might have some qualifications in this area, and I 


would ask him if he had some comments on it. 
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‘ MR, REID: Well sir, if this is an area 
ca/AG/je 2 in which we are considering really the terms of 

reference of the Commission, it 1s a very broad area, 
put it is directly related to the considerations by 
the Commission of fiscal policy, and I would think that 
4t would be very useful from the standpoint of the 
research committee to examine some of the instances 
involved in this that are more directly related to 
fiscal policy. In fact, I don't think that you can 
ignore the effects in the area of monetary policy of 
fiscal decision, 

MR, LEACH: We must keep reminding ourselves, 
Mr, Chairman, that these questions are, as far as the 
Commission will go in this sense very important, Should 
social security charges be treated as taxes? 

I would like to ask Mr. Hamilton to speak on 
this subject. 

MR. HAMILTON: Mr. Chairman, it seems to me 
that some of the social security charges are in fact 
handled as taxes, the financing of the Old Age Pension 

. for instance, Others start off on the insurance 
principle, such as the unemployment insurance fund, and 
a general, categorical answer to the general question 
would be difficult, but my opinion is that the answer 
to this question at this time should be in the affirmative. 
They should be regarded as taxes, 

MR, LEACH: Question (c) What aspects of 
provincial and municipal taxation should be considered 
by the Commission? 


This is a very important question. I will read 


29 


30 
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what we have here, and then I will ask some of the others 
to comment, but I think it is a subject upon which we 
are pretty well agreed. We say that the answer is: 
"Those aspects which impinge on the incidence of 

Federal tax should be considered. It would seem that 
budget requirement in the provincial and municipal 
fields are such that their taxation requirements will 
cause continuing pressure at the Federal level and 
furthermore that the elimination of multiple tax systems 
and administration might well be a desirable objective, . 
These would seem to be two areas into which the 
Commission might enquire while still remaining within 
its terms of reference", 


Mr, Hamilton has expressed views, if I can 


‘come back to him just to emphasize the point, 


MR, HAMILTON: Mr. Chairman, I don't think 
I can add a great deal to what Mr, Leach has said, 
but it seems to me, coming from the Province of Quebec 
as I do, that the question of provincial revenues is 
a very good one, and will become increasingly important, 
and it seems to me that any changes, or any alterations, 
made in one tax structure, the Federal tax structure, 
wiil undoubtedly have an effect, or impinge on the 
provincial tax structures, where there are separate ones, 
So that I would agree very definitely that the Commission 
should take into cognizance the provincial and municipal 
tax nperehatee the taxpayer. 

THE CHAIRMAN: Have you any suggestions as 
to how we should co-operate with the provincial 


authorities in endeavouring to promate the working 
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arrangenents as changes in dominion and provincial taxes 
become desirable? 
MR, HAMILTON: Mr, Chairman, I hesitate 
to try and answer that one, It is a very difficult 
question I know, and as everybody is aware there are 
commissions already set up in two provinces to examine 
the same field, I would hope that some means of | 
co-operation and co-ordination could be developed, but 
I would hesitate to make any suggestions today, see 
THE CHAIRMAN: Pursuing this subject one 
step further, as we are all well aware there have been 


proposals made at Tax Foundation meetings and elsewhere t 


the desirability of closer co-operation of provincial 


and federal governments as regards sales tax, that in 
fact they might be levied at the retail level, and the 
manufacturers! tax then given up, Will the Chamber 
eventually have something to say,do you believe,on this 
subject? 

MR, HAMILTON: I believe it will, Mr, Chairman 
yes, 

COMMISSIONER WALLS: W111 that study be on the 
relative merits of the three methods which could be taken 
ai mean not just the manufacturers! sales tax that we have 
today and the retail sales tax in conjunction with the 
provinces, but also it being moved forward to the whole- 
Sale level? 

MR, HAMILTON: Dr. Petrie has this under 
advisement, but my idea is that we would look at 
consumption taxes, which is the whole area that you have 


outlined, 
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1 COMMISSIONER WALLS: There is probably no 

2 organization that is before us whose scope is so wide 
4 that you could take an over-all look at this subject 

4 with advantage than the Chamber, 

5 MR. HAMILTON: I would defer to Mr. Leach 
6|| with his knowledge of what Dr. Petrie is doing on this, 
7 I think he has got some work in hand, 

8 MR, LEACH:: I don't know that I have the 

9 question very clearly. Could it be repeated? 

10 THE CHAIRMAN: Commissioner Walls, could 

11 you please help out Mr. Leach? 

12 | COMMISSIONER WALLS: Yes. I would like if 
13 the Chamber could give study to the three areas of 

14 aiiat tax that could be employed, There are certain 
15 advantages and certain disadvantages to the existing one, 
16 Now, would you give consideration to it from the two 

17 other levels, as being from the wholesale to retail 

18 level, and as was mentioned previously at the retail 

19 level as well? 

20 MR, LEACH: We will certainly be giving 


q1|| that. consideration, Mr, Chairman, 


22 THE CHAIRMAN: It is8 a most important matter, 
23 MR, LEACH: I have the point now, yes, 
24 COMMISSIONER BEAUVAIS: I suppose it would 


25|| be collected at the provincial level, and then. given 

26|| back to a certain extent to the federal, if it is taxed 
27|| at the retail level? 

28 MR. LEACH: We have arrived, Mr. Chairman, at 
29] no point of view on a matter like that, but this is 


30], certainly one of the possibilities, I know, 


ANGUS, STONEHOUSE & CO. LTO. : 7 
TORONTO. ONTARIO 


THE CHAIRMAN: Would you proceed please, 
Mr. Leach? 

MR, LEACH: Item (d):Should subsidies be 
treated as meditative taxes by the Commission? Well 
now, this again is a subject which we will have to 
study. The question is somewhat new to me, We 
think we know what it means, but could we impose on you, 
sir, to explain the exact significance of the question? 

THE CHAIRMAN: Well, I think I can, but I 
am:..sure that Mr. Perry can, Would you -take én 
this? I think I am merely exercising the prerogative 
of a Chairman, 

COMMISSIONER PERRY: I would like to re- 
eae the question a little bit myself, but I think the 
main point of it is as to whether tax concessions 
and subsidies are alternatives, This is as I read 
the substance of the question, 

MR, LEACH: This is what we assumed, but is 
there a further assumption, that it be answered in 
the affirmative then that the Commission would want to 
study the subsidy schemes as exist? 

COMMISSIONER PERRY: Well, this is what we are 
asking advice on from you, 

| MR, LEACH: May we duck the question? 

MR. REID: Mr. Chairman, does not this open 
the whole question of the problems of tax equity, tax 
concessions, subsidies, or tax incentives? MThis all 
involves an area of discrimination, and this becomes, 

I would think, one of the major questions which the 


Commission would wish to give very close examination to, 
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Certainly subsidies are direct in character for 
specific social and economic objectives which are 
within the terms of your reference sir, Tax incentives 
are also in this area, and tax concessions are 
relatively a form of semantics for the same sort of 
thing, which is the direction of fiscal policy within 
the country towards specific economic or social function 
and this is a very broad area in which the Chamber 
has not as yet arrived at any conclusions, But since 
you asked us to suggest to you the areas which the 
Commission might give particular consideration to, 
this seems to be one of them, 

In the area of monetary policy part of.the 
debate on this subject has been the advantages and: 
the disadvantages of general monetary ares exercised 
through the Bank of Canada, as distinct from the 
direct form of controls which could be applied to 
specific areas, Surely the problems are related in 
the fiscal area, and the question arises, which is both 
social and economic in its aspects, as to how far we 
would want to go in this country towards those kind of 
tax concessions and Reese particular industries, 
or sections of society, which in effect on the other side 
represent disincentives, wnich is a horrible piece of 
economic terminology, or penalties is a better word, to 
other economic sectors, or industries, or social 
segments in the country, 

I think this is a very important area, The 
more you go in the direction of incentives in the 


incentive and penalty, the carrot and the stick approach, 
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the more there is actual government direction within 
the economy. How much of this, and how it is done, 
and whether it is desirable or not, is not something 

in which we are here to express an opinion today. 

There is, however, an area that is of very considerable 
significance, and which there has been a national 
debate over the past two years or so, and one which is 
perhaps of rather paramount importance, 

It involves not only the question of in- 
centives and penalties as between industries within 
Canada, and economic functions, but also as between 
Canadian investment and foreign investment. It has 
these two particular significant aspects, It is- 
certainly one which in our preliminary discussions 
in the Chamber has been given quite a deal of con- 
sideration, 

We have not arrived at conclusions yet, but 
I think that recognizing that within any fiscal system 
there are bound to be certain inequities, the question 
is how much direction from fiscal policy is a desirable 
social and economic objective, and this is something 
which we will try to answer, and we would hope that the 
Commission would also give its attention to, 

THE CHAIRMAN: Thank you indeed. May I deduce 
from your remarks than when a tax system provides 
incentives at the same time that results in penalties 
that action actually is equal to . reaction in this 
area, and if so one must think very care. 
fully before initiating incentives | 


because they operate. for people with depreciable 
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1 equipment, The penalties operate I suppose against 

2 everybody else? 

3 MR, REID: That its right, 

4 COMMISSIONER GRANTS . May I ask how far the 
5 Chamber will take any cognizance of regional incentives, 
6 to take a stand either in favour or perhaps against, 

| but in any case will they look into it? 

8 MR, REID: Mr. Chairman, I do believe that 

9 in the preliminary discussions that there has been 

10 reference to regional incentives, I would think that 
11 Mr, Leach would be more prepared to answer this 

12 question than I am, but I know that as idiots of the 
13 : Committee this has been discussed, 

14 MR. LEACH: It is referred to, Mr. Chairman, 
15 in point 4 of our submission, page 2, and it is true, 
16 it is a reference to municipal taxes, but at least it 
17 indicates that we have the subject in our minds, 

18 Item (e), should the Commission ignore the 
19 uses to which tax revenues are put in its appraisal 

20| of the effects of alternative rates of tax and 


21 alternative tax bases? 


22 Mr, Hamilton, would you comment on that for 
23 Us? 
24 MR, HAMILTON: Mr. Chairman, this is another 


25 item that I think Dr, Petrie would have talked to had 

26 he been here, but in general I would think that our 

97 position would be that the tax system should be Sabana 
28 to meet the budget requirements of the government without 
29 specific reference to the breakdown of the exhenaatunacr 


30 and that the use of the tax expenditures is a separate 
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field for inquiry, rather than being directly re- 
tated: to the raising of such revenues, But again I 
submit that Dr. Petrie is the expert on this, 

MR, LEACH: cuestion (f), should the Commissio 
concern itself with the procedures by which Garliament 
deals with tax matters? 

MR. HULBIG: Mr. Chairman, at first blush 
perhaps the answer to this question would appear to be 
no, but as we look into it, it seems almost to be 
inevitable as we look into the details of the legislation 
and see how it got that way, we must go back into the 
procedures which caused it to get that way, and there 
| has been a growing feeling as to the question of 
are the Parliamentary procedures the best that could be 
devised, We do feel that this is a subject for 
investigation by your Commission which breaks down into 
several subjects, not the least of which is the veil 
of secrecy which is cast over all the financial 
procedure which goes on before the legislation comes 
upon it, It may well be that if the veil could be 
broken, that many of the problems would disappear, but 
to answer the question briefly, I think yes you should, 

THE CHAIRMAN: Have you thgught that there are 
areas where the veil could be broken without disturbing 
the economic effects of budgeting? | 
| MR, HULBIG: There seems to be, without being 
too specific, many technical areas which could be dis- 
cussed with learned bodies and technical groups. In 


the experience which we have had in the past in dealing 
with government officials before or during budgetary 
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1 deliberations, their hands are tied, and they are not 

2)| free to discuss, It would appear that in a number of 

3 instances there were discussions which would shed light 
4 on their problems, and on those of the taxpayers. 

5] Obviously tax rates could not be reached, or a new 

Al concept, but we do believe that there are a number of 

7| areas where secrecy is not necessary. 

8 MR, THOM: Mr. Chairman, I think this is a 

9| matter which the Commission should be invited to give 
10| particular consideration to, In the mass of public 

11] discussion which we find in periodicals and books these 
12| days, comparisons are frequently drawn, not always 

13| favourable, between our parliamentary system and the 

14] American Congressional system, and the statement is 

15| made that our Parliamentary system does not give due 

16 consideration to regional needs, and as well to 

17 considering change in needs in the improvement and 

18] amendment of our tax system, Perhaps, without going 
19 over to the Congressional system with unlimited 

20 committee powers, there should be a greater capacity 

21 for the members of the legislation to become conversant 
22|| with the laws that are passed, and I think the words 

jh of the Commission on that subject would have great 

24) weight, 

25 MR, McNALLY: We have been in record in 

26 earlier briefs, and addressed ourselves to the question 
27 of how this might be organized in a better way, and we 
28 have said that the review by the Estimates Committee 


29 of certain Departmental categories was a good thing, and 


30 we said in earlier briefs that this should be extended to 


1 


2 


3 
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other Departments, At the moment the Estimates 
Committee is perhaps looking into two Departmental 
estimates, We have said that we thought that there 
were certain comnittees now standing which might take 
up the estimates of other Departments, such as 
External Affairs for example, or the Industrial 
Relations Committee might look into the estimates of 
the Labour Department, to the end perhaps that estimates 
would not come at a great spurt towards the end of the 
Parliamentary rhyth'm, and there would be a more 
leisurely and greater review of estimates in Committee 
before they come into the House, 

So, to the extent that this refers to that, 
I think we feel that your Commission might make some 
suggestions on this side of it, 

MR, LEACH: question (g), how far should the 
Commission go in comparing the Canadian tax system with 
tax systems in other countries? To what extent should 
it survey the tax systems of other countries for 
alternative concepts and approaches to taxation? 

MR, HAMILTON: Mr. Chairman, we believe that 
it would be necessary for the Commission to obtain 
data to judge the incidence and economic future of the 
present Canadian structure, which almost inevitably 
would, we believe, require a comparison with the tax 
structure and practices in other countries, particularly 
perhaps those with a federal structure of government 
such as we have in Canada, We aes that the 
countries perhaps that are of particular interest in thi 


review would be the United States, the United Kingdon, 
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1 and certain countries in the European Common Market, 


2 Possibly also Japan. Those countries have been 
suggested because they are ones which basically 
4 represent Canada3;s competition in our export market, 
and also in our domestic market. It would seem to 
us, sir, that a knowledge of the tax systems in these 
,| countries would be a very useful information for the 
Commission to have, In this context too of course, 
certain of these countries have adopted novel, or 
diffefent types of taxes, and perhaps they should 
be reviewed for application here as well sir, 

| THE CHAIRMAN: Thank you, We certainly are 
considering a review of foreign taxes. It is a nice 
renee as to how to handle it, 

MR, HAMILTON: Yes, but it seems to us, ‘sir, 

that perhaps the Commission itself would have better 


facilities to do this than any other body, 
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MR. REID: Mr. Chairman, aside altogether from 
an examination of the tax structure of other countries 
and the specific tax devices being used, this question 
could be extended to cover a much broader area of fiscal 
policy. I think it raises some very important considera- 
tions. The first one is, aside from the revenue require- 
ments of the federal government and, secondly, its social 
objectives in fiscal policy, how much real freedom does 
exist at the federal level in Canada in determining what 
is an appropriate fiscal policy in relationship to our 
interdependence with the rest of the world, and in 


particular reference to our close relationship with the 


“United States, with a standard of living that is higher 


than ours in Canada, and where comparative tax rates, 
both at the corporate and at the personal income tax 

level, do have a very material effect on the Canadian 
economy? 

Can we, for instance, in the personal income 
tax structure from a social standpoint as distinct from 
revenue requirements of the government support a 
structure at a level which is materially higher than it 
is in the United States in terms of the increased induce- 
ment to immigration to that country, and in terms, 
therefore, of our own economic growth? And the same 
type of consideration applies at the corporate level. 

Then in the broad area of fiscal policy, in a 
country which has an open economy, with a fixed exchange 
rate and which probably, for many years to come, will 
require foreign long-term capital, how far Hal we go 


in deficit financing without materially affecting the 
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confidence of foreign investors in this country? 
How far can we go in special tax devices intended to 
provide perhaps incentives for Canadians as distinct 
from foreign investors without materially affecting the 
longer term objectives of an adequate level of economic 
growth, which surely is the basis on which all the other 
social objectives at least are made more likely of 
realization? 

It seems to me that this is a very important | 
consideration in the fiscal area as it is in the monetary 
area. In other words, it seems almost impractical to 


look only inward at fiscal policy without the very real 


' limitations which are in effect established by our 


relations in our very interdependent world. 

THE CHAIRMAN: en Mrs: Reids Well, 1 
think we must ak bieis are limits imposed by 
this interdependence of which you iat. I think we 
should be reasonably proud of the fact that this country 
has shown in the past considerable independence in all 
fields, not just in the tax field, and that, I think, 
has-.resulted in considerable advancement in our tax 
System, and in many cases we have led our great neighbour 
in these matters. So I would not like to leave a note 
pias we are complete Yshackled. I know you did not 
intend that. 

MR. REID: No, I did not intend that at all. 

MR. LEACH: Mr. Chairman, in these dying 
minutes of the second quarter we seem to be leaning to 
the right, but, notwithstanding that, I am Sts to 


ask Mr. Hamilton: At what point can a division be made 
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between the tax system as such and taxes as an aspect 
of trade policy? 

MR. HAMILTON: Mr. Chairman, the Commission 
will certainly examine this question in some detail. 
From the point of view of whether we can today accept 
tariffs as a revenue-producing tax, which, of course, 
it originally started out to be, with all the inter- 
dependence which Mr. Reid has mentioned between nations 
today, it is possible that tariffs should be considered 
as an item of trade policy with their revenue-producing 
effects of secondary importance only. 

It seems to us that there is today a wide gap 

between taxes and tariffs, pavtewtnen alte having regard to 
our international trade obligations and arrangements 
such, 6s GTA, T.T. There is therefore our belief that 
we must examine this question, a gap between taxes and 
tariffs in the present situation, when we take our 
trading relationship between other partners in G.A.T.T. 

Perhaps Mr. Reid would like to add to that. 

MR. REID: No, I think I am in agreement with 
that. The broad area in which the Commission has to 
consider tariffs and trade policy may be left to the 
consideration of other commissions or by others. 

COMMISSIONER WALLS: By the same token, would 
you then exempt from the Commission's study the matter 
of excise duty, which is, of course, a complementary 
charge. 

MR. HAMILTON: We haven't really examined the 
problem at this point. Our first discussion was purely 


-~ 


on tariffs. The excise was dealt with separately. 
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1} But undoubtedly the two are tied up, and our statement 
2|| would deal with those two situations, sir. 

3 THE CHAIRMAN: Thank you. I personally have 

4! no quarrel with that statement. 

5 MR. THOM: With your permission, Mr. Chairman, 
6] might I suggest another heading under the general topic 


' and I am sure it isn't 


7| of "The Scope of the Inquiry,' 
8] found in subparagraphs a) to h) and possibly will be 

9/ touched upon in part III, How does the tax system work? 
10 A general introduction is that although it has 
11] this effect upon the economy and business communities, 
12] it. also is with respect to each particular individual 

13 “and business a particular at, Ae fey matter day by day, 

14] and I think it is correct to say that business finds 

15] certain aspects of income tax particularly unsatisfactory. 
16] It is hoped that the Commission would have the oppor- 

17] tunity to examine these particular matters, such matters 
18] as the non-deductibility of capital expenses, the 

19] excessive reliance upon mechanical rules in the applica- 
20] tion of the tax law and the inability of business to 

21|| receive assurance as to the tax consequence of its 

22/| business transactions particularly because of the 

23/ ambiguity in the tax Act itself. It is definitely 

24) unsatisfactory in relation to this particular business 
25] or that particular business today, and the Chamber 

26 would hope that the Commission would find some time 

27 to consider them in its inquiry. 

28 THE CHAIRMAN: Thank you. The Commission will 
29] look forward at a later stage to hearing about these 


— 


30) points in detail. 
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1 MR. THOM: Oh, yes, certainly. 
2 MR. LEACH: The second main heading is, 


31 "Objectives of the Tax System," and therein is listed 
4 a number of objectives, followed by certain questions. 
5] Should others be const®red? And if so, how should the 
6| Commission assess the costs of achieving particular 

7| objectives? Can the objectives be ranked in order of 

gi importance? I am going to ask Mr. Hulbig to lead off 

9g] on this one general subject. 

10 MR -HULBIG:. It is not-my intention, Mr. 

11 Chairman, to deal exhaustively with any one of these. 
12; We, start off by saying that the chief objective of “the 
13 system is to raise revenue, and perhaps that is under- 
14|| stood, and we must qualify that objective, of course, 
15| by saying that it should be approached on the basis of 
16] being done in the fairest Bb Tne, tee st and to the 
17] equity, of course, we must add such certainty that can 
18]| be achieved, although I don't see that word specifically 
19|| listed here. 

20 Returning to the subject of equity, in terms 
21|| of our submission this may be restated as neutrality 

22|| versus discrimination. Other things may be full 

23 employment, economic growth, administrative efficiency, 
24 and the maintenance of private ownership. 

25 Now, this is certainly one of the important 

26 objectives, and its accomplishment might be encouraged 
27|| by the tax system by making investment by Canadians 

28 || more attractive and investment by foreigners less 

29] attractive than at the present time. 


30 Now, I think it is a little difficult with the 
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rule of law, although I shouldn't admit it. In one 
sense I suppose we have the concept of making the system 
less unattractive to taxpayers in the sense that they 
will not resist. If our laws are such that the taxpayers 
resist, then, of course, the rule of law comes into 
disrepute, and one objective is to frame the legislation 
in a manner that it can be understood and can be followed 
Now, if we are speaking of administrative 
discretion as opposed to broad definitions to be inter- 
preted by the courts, there again we have to strike a 
balance. In one extreme we have the excessive discretion 


now 
in. the war years, and perhaps/we have very little dis- 


cretion. Perhaps somewhere in the middle is the right 


answer. Certainly one of the objectives is, of course, 
speaking for myself, to my sane at least, to encourage 
the rule of law as opposed to rule by administration. 
Let the courts decide where they can, 

I think I will pass this back over to Mr. 


Thom, who may have athought on the rule of law. 
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1 MR. THOM: Well, it is highly desirable. The 

2| question is whether the public can stand it. I am not 

3] being entirely facetious. I think the questions of 

4] tax ability have to be settled somewhat more expeditiousl 
5| perhaps than is possible in the access to the rule of 

Al laws, which might be understood by a lawyer perhaps. 

7 MR. HULBIG: In that respect then do you feel 

gi that the Tax Appeal Board offers a halfway house between 
g| your point and mine? 

10 MR. THOM: I didn't know that we were getting 
11) into an argument in this way. I think that the Chamber, 
12] and possibly more so the Bar Association and the 

13 Accountants, would have a good deal to offer in the way 
14|| of suggestions of how the appeal procedures might be 

15|| improved, to the general advantage of both the adminis- 
16|| tration and the public, and I ashe know that we are 

17] exactly different, but certainly the role of law is a 

18|| very necessary thing, if you know what it means. 

19 Mr. HULBIG: Ithink I said in the beginning 

20] that I was not very sure of what it meant. 

21|| — Going on to responsible government, once again 
22) I think I have an inkling of what it means, but I am 

23 wondering what prompted the question from the 

24] Commission? I wonder if we could ask you, Mr. Chairman, 
25] what you had in mind? It is page 2, number(h). 

26 THE CHAIRMAN: I think this is simply based 

27|| on the proposition that things are said to be more 

28| certain in a dictatorship. What is the price for 

29] certainty? 


30 MR. HULBIG: I would like to stand on what we 
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said earlier about the procedures by which Parliament 
deals with tax matters. I think in part we are dealing 
with the same subject. If the option is between the 
type of government we now have and dictatorship, then 
of course there is no discussion. I don't have any- 
thing more to add on that. 

Going on then, price stability does not seem 
to be an objective of tax policy other than the general 
effect of high taxes on take-home pay leading to higher 
wages, thus higher costs and consequent upward pressure 
on prices. If corporation taxes are passed on to the 


consumer, tax changes - up or down - would have an 


effect on the price level. 


To my mind the remaining objectives are of 
lesser importance in this study, the widest possible set 
of choices for the buyers and sellers of goods and 
services, a socially acceptable distribution of income, 
equality of opportunity, equalization of living 
Standards on a geographic basis, and maintenance of 
adequate exchange reserves. 

COMMISSIONER PERRY: Where have you puberul) 
employment? I missed that. 

MR. HULBIG: We said that quite near the 
beginning as a matter of fact. We started off by 
Speaking of equity and certainty, and then said some 
objectives would be full employment, and economic 
growth. 

COMMISSIONER PERRY: I don't Suppose that you 
really mean that you would tolerate a completely fair 


and equitable tax system which had brought the economy 
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to a dead stop? 

MR. REID: This is not the suggestion. 

MR. HULBIG: We were talking about objectives. 

MR. LEACH: I am wondering whether the other 
members of our delegation would like to comment on this 
section, Mr. Chairman. 

MR. REID: This is really a question of means 
rather than objectives. Some of this list of possible 
objectives, such as full employment, economic growth, 
and socially acceptable distribution of income, 
equality of opportunity, are a closely knit hae Bea! 


which perhaps you could put under the heading of 


~ economic growth, an adequate level of economic growth, 


to produce a high level of employment. This is usually 
consistent with a reasonable level of price stability. 

I would suggest that rr attempting to direct 
fiscal policy towards providing a climate in which these 
objectives might be achieved by the private sector of 
the economy, because I assume that we are discussing 


fiscal policy in relation to the decision-making 


‘functions of the individuals who make up the private 


sector of the economy in Canada, I wonder whether the 
Commission will be giving consideration to the whole 
question of the timing of federal budgets in so far as 
fiscal policy is directed to the achievement of 
economic objectives. Recessions and booms do not 
fall into the very convenient 12-month-time sateen 
in which budgets are usually made. 

This raises quite a number of suSbet ye on 


the whole accepted philosophy of budgets, and the 
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impact of fiscal policy on economic growth, and the 
time lags involved. It involves not only the question 
of whether in a2 given set of economic circumstances it 
might not be desirable to raise or lower taxes, Mr. 
Chairman, at some time other than the usual spring 
budget session, at a more frequent interval. 

It also raises the rather interesting question 
as to what the effect on corporate investment decisions 
would be if there were some knowledge and assurance 
that the fiscal ground rules on which those decisions 
were going to be made would be in effect for more than 
a 12-month period. 

I am not suggesting answers. I am only suggest- 
ing areas which I think would certainly be worthy of 
consideration, particularly in terms of the relationship 
to a fiscal policy, to a monetary policy in attempting 
to achieve a climate favourable to the economic growth 
of this country. 

I was suggesting that the impact of fiscal 
policy in creating a favourable economic climate in 
this: country is the first consideration. The second 
consideration is the timing of the policy. 

THE CHAIRMAN: And the timing might well be 
the subject of interim budgets? 

MR. HAMIITON: Quite right. 

COMMISSIONER PERRY: Or the system which the 
British have, which now allows certain variations with- 
out a budget. 

THE CHAIRMAN: Mr. Leach, are we going on 


another half-hour? If so, I would consider a break 


\ 


1 


2 


29 


30 


ax 


>. 
>_< 
“emote 


ANGUS, STONEHOUSE & CO. LTD. ‘ 
TORONTO, ONTARIO LOS 


of ten minutes. 

MR. LEACH: Well, we will be guided by you, 
Mr. Chairman. If you can give us another half-hour I 
think we can finish in that time. 

THE CHAIRMAN: If you can give us another half- 
hour we would be delighted. So we will have a 10-minute 


adjournment now. 
--~-A short recess. 


THE CHAIRMAN: Mr. Leach, you are down, I 
think, to the third category here, "How Does the Tax 
System Work?" 

MR. LEACH: Yes, Mr. Chairman. We will now 
cover Section III, which is again a challenging section, 
a slight change of pace. I must say that there are a 
lot of questions in here that we are not very qualified — 
to deal with, because your principal and over-all query 
is how the Commission should approach these research 
studies, and their relative importance. 

I would like to say at the outset that we 
consider that none of the problems is trivial, which is 
one of your questions. We think they are all important. 
We are not particularly well prepared on this third 
section, so with your permission we will move through 
as rapidly as seems proper. As I say, there are these 
research projects listed as I understand it, and I will 
just read them as I go. 

(a) The potential rule of fiscal policy as 

a stabilizing device in an open economy with a 


fixed exchange rate. 
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I personally couldn't comment on this. There 
are divergent points of view on it, but perhaps Mr. Reid 
could help us on it. 

MR. REID: Well, I think in effect I have 
discussed this before. I think this really contains 
certain premises rather than asking a question. One of 
the premises involving a fixed exchange rate is 
presumably a measure of economic policy, of exchange 
policy, for the period of time in the future into which 
the Royal Commission will be examining. I would think 
there are two factors involved in this, accepting this 


as. it now stands. One is the effect of federal 


" government deficits on the decisions of foreign 


investors, and secondly the particular fiscal devices 
which apply to foreign investment. Both of these are, 
of course, of very considerable importance, and I would 
think would be given close examination by the Commission 
and by the research staff. I think we in the chamber 
would consider this of very considerable importance, 
accepting the premise of a fixed exchange rate as 
contained in this III (a). 

MR. LEACH: Could you go on to comment on (b)? 
Do the built-in stabilizers really help to stabilize 
the economy? Could they be made more effective? What 
should be the emphasis on built-in stability versus 
discretionary fiscal policy? 

MR. REID: Mr. Chairman, I think as some of 
the politicians said in the recent election when they 
were trying to think of an answer, that this is a good 


question and a good series of questions. Certainly 
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they are all questions which, based on what statistical 
experience we have, would surely be examined by the 
research staff. I have tried to add one other factor 
which I consider of some considerable importance when 

we talk about built-in stabilizers, and the word 
stabilizer is to some extent a contradiction in terms 

of economic growth. I think this should be considered. 
I think these are areas which certainly should be given 
consideration, and certainly will be considered by the 
Canadian Chamber of Commerce in its presentation to you.. 

MR. LEACH: Item c), does the progressive 
rate structure affect work incentives, the volume of 
| personal saving, and the form of personal saving? 

How much and in what way? 

Well, probably the answer is in the affirmative, 
but you don't want us to say a Unless any member 
of this delegation cares to expand on it, I think we 
will have to pass that one over. 

Similarly, item d), Does the corporation 
income tax significantly affect the volume and timing 
of capital expenditures? Does it significantly affect 
dividend policies? Does it significantly affect the 
method of financing capital expenditures? 

Our questionnaires attempt to find an answer 
to that, Mr. Chairman, and we will be commenting on it 
in due course, but apart from that I think that we | 
answer this question generally in our earlier dbienene 
if you would agree. 


Item e), How sensitive are foreign investors 


to differences in tax treatment among countries? 
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Well, again the answer seems to be in the 
affirmative, but we believethat it should be examined, 
and if possible verified. 

THE CHAIRMAN: Have you considered how to 
proceed to examine it? 

MR. LEACH: Well, this is our problem, sir. 

THE CHAIRMAN: I have given a little thought 
to it myself without being very productive. It is 
extremely difficult. 

MR. LEACH: I think we are unanimous on that 
probably, Mr. Chairman. 

MR. REID: Isn't there an ancillary question 
“here, of how sensitive foreign investors are to changes 
in tax treatment among countries, the instability of the 
ground rules in which you make foreign investments? 
How important is this, as distinct altogether from the 
ground rules itself? I think we have some recent 
evidence to indicate that change can be almost as 
important in affecting the decisions of a Popeten 
investor as the specific tax devices, but this is 
something that warrants very careful consideration. 

THE CHAIRMAN: Thank you. 

MR. LEACH: Item f), Does the present tax 
system affect the geographic location of industry? 

There again I can only give the same comment, 
Mr. Chairman, that we certainly think this should be 
studied, and no doubt the answer is in the affirmative, 
to some considerable degree. 
Item g), The extent to which particular 


industries receive tax treatment which increases (or 
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decreases) their output relative to other industries. 

This is one question upon which we would 
propose to comment at some length in our final submis- 
sion, but we are not yet in a position to do this, and 
it 1s a question upon which again various views are 
expressed. 

Does any member of the delegation care to 
comment on that one? 

THE CHAIRMAN: The tax system draws distinctions 
as between industries. We all recognize that. Will 
your comments relate to the merit of this distinction? 


MR. LEACH: It may well do. I am afraid we are 


“not in any position to indicate even a trend, because 


there are different points of view on this, and we will 
have to examine them very thoroughly, and as you can 
imagine the Chamber of Commerce, as a body, would want 
to be very careful about anything which was suggesting 
better treatment for one segment of the business 
community to another. 

THE CHAIRMAN: Well, we are at least hopeful 
that you wid give us some assistance in this area. 

MR. LEACH: We will try very hard. 

Item h), The effect of the tax system on the 
distribution of income. 

Again, we will do our utmost to comment on 
this. We agree that it will be important to the 
Commission to obtain all the possible information they 
can on this subject, but I am afraid I am in the 
position of repeating myself, that certainly ss here 


have very little to offer in the way of suggestions as 
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1] to research procedures. 

2 Item i). I am afraid that we are in the 

3 position of being unable to comment on that at the 

4|| moment. 

5 Item j), The question of the effectiveness of 
6 tax incentives and our present view is,as you may have 
7] noticed from our brief submission here today, that this 
8 will be almost a major area of our study, and I would 

gi] not wish to anticipate that either. 

10 Item k). I am going to ask Mr. Hulbig to 

11 comment on this because of his familiarity with the 

12] subject. Have death taxes had a significant effect on 
13 _ the economy and on society? 

14 MR. HULBIG: Mr. Chairman, that description of 
15| my knowledge is too fulsome. I don't know that I have 
146) had any experience in their effect on the economy. 1 
17] have dealt with death taxes, and so I think you are 

18) thinking of the question of sales of privately owned 

19 companies, either to larger chaaittan groups, or to 

20|| non-residents, and certainly it is a topic of tremendous 
21] interest. All I can say is that now we are seized with 
22 the problem, and it pilates ol fair assumption that 
23) many submissions will deal with it. 

24 I would like to help, but that is all I can say. 
25 MR. LEACH: 1), To what extent are business 

26 taxes shifted on to consumers or on to those who supply 
27|| goods and services to: business? 

28 A very well known subject, Mr. Chairman, and 
29 one in which I am not at all qualified to Saleey us 


30 think Mr. Reid and Mr. Hamilton may have views, bearing 
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in mind, gentlemen, that we are trying to suggest to 
the Commission how they should find the answer to this 
question. 

MR. REID: I would only say that if this 
Commission can find an answer to this, it will have 
accomplished what many other Commissions, both on this 
continent and in Europe, have not been able to. 

I think that this is a very useful exercise, 
but that it is not particularly relevant to the main 
body of the Commission's considerations. There have been 
some views expressed by similar bodies in other 
countries, but there has been no really definitive 

“opinion. I would like to ask Mr. Perry, who perhaps 
would correct me, going back to the days of the 
Macmillan Commission in the United Kingdom, 

COMMISSIONER PERRY: No, there are any number 
of definitive opinions, but it is a real difficulty. 

MR. LEACH: Item m), Does the volume of 
revenues required have important implications for the 
selection of the "best" tax structure? 

Now, this question, Mr. Chairman, if any, was 
the one that we thought might be unanswerable. This 
was the view of some of us, and unless anyone present 
wishes to comment further we can move on to the next one. 

Item n), What flow of revenue will be required 
over each of the next ten years? 

This we thought would be very difficult to. 
answer, but some organizations have been quite success- 
ful in making general projections for a oe of years. 


ahead. We would feel sure that the Commission would find 
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itself very well qualified in that direction. 
THE CHAIRMAN: Can you inform us where we can 
turn for this? 


MR. HAMILTON: The Canadian Tax Foundation have 


taken it up to 1965. That is one source. 


THE CHAIRMAN: Thank you. Are there any more? 
MR. HAMILTON: Not that I know of. 
MR. LEACH: Item o), What degree of reliance 


should be placed on personal income, corporate income, 


‘capital gains and commodity taxes? 


We have nothing to suggest, Mr. Chairman, as to 


hay the answer to that may be found. 
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THE CHAIRMAN: You will presumably take a 
look at the desirability ov non-desirability of capital 
gains taxation, 

MR. LEACH: It will be difficult to avoid 
that, The Chamber of Commerce has not expressed any 
policy fy that matter so far, We have it ertainly 
not too far back in our minds, 

You asked about sources, We have perhaps 
one suggestion to make in that area, we find the 
questionnaires are answered sincerely, with a fair 
degree of knowledgeability, but I think it would be 
very good, I think, to have one questionnaire rather 
than a series to corporate taxpayers, because, for 
obvious reasons, if they get one comprehensive guestion- 
batire they will answer it seriously; if they get a 
number of them they will get tired of it. 

THE CHAIRMAN: Have you completed your 
statement on that? 

MR, LEACH: Yes, almost, Mr. Chairman, Just 
one final remark, 

THE CHAIRMAN: I meant with regard to the 
circularization of the questionnaires, You said £t-u 
is desirable to get them in one, Does this mean that 
whereas you are sending out one, we should not encourage 
others to send them out or we should combine our efforts? 

MR, LEACH: I meant the Commission itself, 
Mr, Chairman, Your question was, how could you obtain 
information, pase 4 of this memorandum we are working 


from, I just wanted to make the point that one big 


questionnaire is better than small ones, 
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The final paragraph, of Memorandum No, 10, 
outlines the questions on tax structure, ~~ Well, they 
are all important, but we will concern ourselves 
particularly with the effects of personal income tax, 
the effects of nbndtiebs taxes, the structure of 
business taxes, the commodity taxes and the death taxes, 
This is the field in which we are most interested, most 
competent, 

In conclusion, Mr. Chairman, I am going to 
call on Mr. Hamilton to make an observation which 
he.. made coming up on the train this morning in 
connection with your terms of reference, I think he 
had a rather interesting thought on this subject, if I 
could just find the particular location. Mr, Hamilton, 
you know what I am referring to? 

MR. HAMILTON: Yes, Mr. Leach, Mr, Chairman, 
Mr, Leach has taken me rather at a disadvantage; I 
didn't know it was going to be brought out, But the 
point I felt was important in the Minutes appointing 
the Commission is where it says that the Commission is 
appointed to inquire into the incidence and effects 
of taxation imposed by Parliament, including any changes 
made during the currency of the inquiry, upon the 
operation of the national economy, the conduct of 
business, the organization of industry and the positions 
of individuals in courts, And I made the observation 
this morning to my colleague Mr, Leach that, after all, 
taxes are only paid by individuals, we don't tax things, 
and perhaps the most important part of these four | 


paragraph 
sections in that introduatory/is the incidence of tax 
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1 on the positions of individuals, I feel that that 

2 must be of paramount importance in this whole inquiry. 
3 THE CHAIRMAN: Thank you, indeed, 

4 Mr, Hamilton, When you speak about individuals, you 
§| dontt'elass that with families, I take it? 

6 MR, HAMILTON: That is a very important 

7 point, Mr. Chairman, I speak of the individual as 

8 the individual in this country upon whom must fall the 
9 burden of taxation, and the family is another thing; 
10 a splitting of the income, if you like, is another 

11 thing. It is a thing which I believe is of importance 
12 in this country certainly. It may be worth the 

13| Commission's time to consider this matter, 

14 . THE CHAIRMAN: Thank you very much, I 

15 consider this important as to whether one taxes, 

16 in fact, individuals or actual families, I don't 


17 think it is quite the same. 


18 MR, HAMILTON: No, 
19 THE CHAIRMAN: Is that all, Mr. Leach? 
20 MR, LEACH: We have been through our material, 


1 Mr, Chairman, We would be very glad to answer any 

22} Questions which come to mind. 

23 THE CHAIRMAN: Well, you have, indeed, pro- 
24] vided us with a most interesting afternoon, As you 

25 know, we spent the morning with the Tax Foundation, 

26| This has been a day for us, the full significance 
27 of which will take a little while to determine. We . 

28 have heard a great deal indeed, and we had no idea when 
29 we introduced this principle of inviting people to come 


30 to tell us. what our job was what might be the result, 
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I think it has been an excellent idea so far, 

We are most grateful to the Chamber, and 
I am certain that if we are able to make any contribution 
it will be largely due to the assistance rendered 
by bodies such as the Chamber ° 

MR, KEEPING: Mr. Chairman, may I just say 
thank you to you, sir, and the Commissioners again for 
the opportunity we have had this afternoon, L think 
we have gained a lot from it, from the questions which 
you yourself and the other Commissioners have put, and 
we will go back reinforced in our desire to serve the 
Commission to the best of our ability. 


THE CHAIRMAN: Thank you indeed, Mr. Keeping, 


Mr. Leach, and all of you. You have been very helpful. 
Mr. Secretary, do we have anything else? 
THe SECRETARY: Nothing for this afternoon, 
until tomorrow morning. 
THE CHATRMAN: At 9:30 tomorrow morning, 


Until then the hearings are adjourned. 


--- Adjournment. 
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April, 175.1963 


--- On resuming at 9:30 a.m. 

THE CHAIRMAN: Good morning, everybody. We 
will come to order and commence our hearing. 

Mr. Secretary, nave you something for us this 
morning? 

THE SECRETARY: Mr. Chairman, ladies and 
gentlemen, we have this morning Professor Slater of the 
Tax Study Group of Queen's University. Professor Slater 
is here to present their brief, which I enter into the 
record as Exhibit No. 5. 

' =«=--EXHIBIT NO. 5: Submission of Tax Study Group, 
Queen's University. 

THE CHAIRMAN: Good morning, Professor Slater. 
We are indeed glad to see you. It is very nice of you to 
come and meet us this morning. 

We are hele aware of the work you are doing 
at Queen's, and what is referred to as the Tax Study 
Group. The usefulness of this to us is of course 
recognized clearly by this Commission and its staff, and 
I understand that you and Professor Hartle, our Research 
Director, have developed a modus operandi, and I think 
before you start on what you have to say to us you might 
like to give us a word or two on the progress of your 
tax study, and just how it fits in with what you think 
the job of our Commission may be. 

Now, it is our practice, as developed of course 
only yesterday, to ask participants if they wish to say 


a few words to us, and then to direct questions to them. 
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If that procedure suits you, ‘ie shall be very glad to 
hear from you. 

By all means remain seated, if that is more 
comfortable for you. Do you have a few words to say to 
us before we direct questions at you? 


SUBMISSION OF ‘TAX STUDY GROUP, 
QUEEN'S UNIVERSITY 


APPEARANCES: PROFESSOR DAVID W. SLATER 

PROFESSOR SLATER: Thank you, Mr. Carter, I 
think it only fit that I acknowledge the help of my 
colleagues in this work. Although I am the fellow out 
front, many of the ideas have come from my colleagues. 

I should also acknowledge the support of the Canadian 
Tax Foundation for the what is by your standards rather 
modest program of tax studies that we are engaged in. 

As some of you may know, in Canadian universitie 
the field of public finance’has Hedh a rather neglected 
field for a long time, except for two things, interest in 
fiscal policy and economic stabilization, and interest in 
dominion-provincial fiscal relations, but aside from 
these two areas, public finance has been a relatively 
neglected matter in the universities, and I suspect that 
if it hadn't been for the work of the Tax Foundation it 
would have been neglected nearly entirely in this 
COUIMUERY: 

We view our work with the Tax Foundation as a 
limited partnership oneration. We hope to develop work 
in the field of public finance on a long term and sus- 
tained basis. We treat the limited set of studies. that 


we are now doing as the first venture in this field, and 
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we have concentrated on the economic aspects of tax 
matters in these studies. We are focusing on economic 
growth and efficiency in our studies, and we hope that 
we will have drafts of a number of useful pieces of 
paper, useful in general oe useful to you people and to 
the staff aE the Royal Commission, available by the end 
of the summer. We won't, of course, be finished by then, 
but we expect to have a few useful pieces of paper by 
then, 

With respect to this morning's session, I 
checked several times with your staff. They indicated 
that the purpose of the first set of hearings was ques- 
tion asking, rather than question answering, and the 
submission that we have made to you might best be 
described as one hundred questions and no answers. 

We have concentrated on the economic aspects of 
your inquiry, not because these are necessarily the most 
important -- certainly they cannot and shpude not be the 
exclusive interest of any inquiry into taxation. This 
just happens to be our piece of territory. 

In putting the brief together we have primarily 
begun at the end of what are the problems, the economic 
problems, and working back from there to taxation 
questions. I suspect that in your work you will do the 
analysis, and carry out your inquiry from both ends, 
that is, you will start from problems and work back to 
taxes, and you will start at taxes and work to problems. 
Our approach is entirely from the problems to the tax 
end. Again not with a notion that this is the only 


thing of interest, but it just happened to be one useful 
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way of approaching the problem. 

Now, in looking at Canadian economic problems 
I think we would emphasize that the most serious problem 
has been the unsatisfactory realization of our economic 
potentials in recent years. There is some doubt also 
spent the satisfactory development of our economic 
potentials, but I think that the unsatisfactory realiza- 
tion of the potential output, employment, and so on 
is the No. 1 problem. 

It appears also that we have in Canada a variety 
of structural problems, or have experienced a variety of 
structural problems. There is a good deal of contro- 
versy about the nature and seriousness of these problems, 
but perhaps the most accurate reflection of the view 
that structural problems are important was put into the | 


report of the Special Senate Committee on Manpower and 


Employment of, I guess, two years ago. I mention this 
because in that report the view was taken that we did 
have a number of structural problems, and the view was 
taken that tax policy ought to be arranged in some | 
respects to deal with these problems. 

In the brief which I have submitted to you I 
point out that at about the same time as the Senate 
Manpower Committee was dealing with these issues in 
Canada a@ comparable investigation was being undertaken 
in the United States under their Congressional Committee 
system, and they came down on the other side of this 
issue, which is by no means a settled issue. 

That is how serious the structural problems 


are, but most people I think can see that there are 
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1] Structural problems of some significance. So some 


2) people give great importance to these, and others less. 


3] I think that we are still in the midst of some uncer- 


ra 


tainty about conflicts between full employment and output 


in Canada on the one hand, and inflation, or balance of 


mn 


6] payments deficits on the other. 


| I have indicated in the brief that there is a 

g| Substantial number of economists in the United Kingdom 

g|| and the United States who argue that we still have to 

10|| make a choice between full output and full employment on 
11) the one hand, and/or inflation or balance of payments 


deficits on the other hand. I don't think it is entirely 


clear Just where that choice comes, and I don't think 
that even if you accept this position, that you should 
then sit on your hands, because if there is a choice the 
point at which these choices must be made will to some 
extent depend on the kind of institution structure we 
put in place, including the tax system. 

Lastly, in mentioning problems I think that for 


Canada there is a serious concern about the competitive 


position that we have come to face in the world economy. 
A notion that somehow, and for some reasons, we have moved 


into ayooree position in the last half-dozen years than 


we were in, let us say, the first decade after the war. 
There are exactly parallel worries in the United States 
about their position, and there is a very important 
question about the degree of that shift, the basis of 
that shift, and what policies might be adopted to deal 
with that shift. 


With respect to policy I will mention only one 
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thing. I think that with respect to economic stabiliza- 
tion we are going through another period of disenchant- 
ment about the effectiveness of monetary policy. There 
has been a rather deeply rooted disenchantment with 
respect to Ret Nic in government expenditures as a 
abaer bated root, and the principal emphasis therefore 
in stabilization policy has come down on the side of tax 
policy, and as you know, there are some sceptics about 
the effectiveness of tax policy too. 

I think one of the issues that is before you is 
the appraisal of the effectiveness of the tax system and 
tax policy with respect to stabilization goals, and I 
think this 1s something in which we will all have to try 
to make up our minds pretty soon. 

The last thing on policy I would mention is this. 
It is a rather popular notion nowadays that the slowdown 
in realized economic growth in North America, and to 
some extent in the United Kingdom, is substantially due, 
not entirely due to, but substantially due to the nature 
of the tax system that we have and the level of tax rates. 
As you know, this view is being incorporated into a 
series of proposed tax changes and reforms in the United 
Staves. In Canada we have done one or two things that I 
think reflect this view. In the brief I indicated that 
it is by no means clear that the tax system and the tax 
levels have been a major factor in explaining the 
economic performance of, let us say, the last half- 
dozen years in North America, as compared with the, say, 
decade before that, and I have combed the literature on 


the subject. You can put together a case, but it is not 
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at all clear that the case for imputing the slowdown to 
any great degree to the tax system holds up as yet. 


This would be all I would say at the moment, 


THE CHAIRMAN: Well, that is quite a bit. 
Thank you. 

Has anybody got a question they would like to 
put to Professor Slater? 

COMMISSIONER PERRY: Well, as we all under- 
stand this exercise was designed mainly to elicit views 
on profitable lines of study for the Royal Commission, 
and therefore any questions that I would put would 
mainly be with that in mind, rather than attempting to 
force premature conclusions from Professor Slater. On 
the other hand, at this stage I would like to put a 
very leading question, and that is simply this. Has 
Professor Slater formed any judgments, even at this 
stage, as to which are the more profitable areas of 
economic objectives for use of the tax system? He does 
indicate in various places that experience suggests 
that the tax system may be more efficient for stabiliza- 
tion purposes than some other devices. It is a little 
more difficult to see any message as clear as this when 
he is discussing economic growth. I am just wondering 
in terms of our own research program which areas he 
might think would be more profitably pursued by the 
Commission? 

PROFESSOR SLATER: One of the things that I 
think it is very important for us to try to answer in 


tax studies is a question of what you might call form 
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and substance in the effects of the tax system. We all 
know that the tax system has led us in our individual 
lives to try to arrange our affairs so that we minimize 
our taxes, and in corporate affairs my understanding is 
that tax considerations whe ait important consideration 
at certain stages of decisions and organization and s0 
on. 

Now, the thing that I am not clear on is the 
extent to which the tax considerations in decisions are 
what you might call minor ones, to change the form 
in which you might do something, without altering the 
real substance of the decision. You do something, or 
you don't do it, and then, having made this decision, 
you then think about the tax aspects of the thing, so 


that you minimize your tax burden. 
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Now, it is perfectly clear that the 
profession of chartered accountancy couldn't have 
grown in the way it has in the last 25 years without 
the development of the tax system, tax economists and 
tax lawyers, so that ahh is certainly a great deal 
of work to be done at every level to minimize the 
tax burden, But I think it would be an extremely 
valuable contribution to the Canadian public if we could 
get some idea of whether these tax considerations do 
affect decisions, affect them in a fundamental way 
or to some extent in a more superficial or surface way. 
And I think this is very important for studies of growth 
in that if the tax system, with the levels that we now 
have, affects the substance of economic decisions and 
business decisions very substantially, then it may 
influence both our over-all rate of growth and it may 
bring about major distortions in the way in which growth 
takes place, 

I have quizzed people about this matter, 
and I confess that I have not been able to find satis- 
factory answers to the question, This, I think, would be 
one Jory worth-while area, 

The second area in which I think the 
Commission might focus on objectivesis with respect to 
allocation of investment funds, Six or seven years 
ago, when Professor Mood wrote his book on "Financing 
Economic Activity in Canada" for an earlier Royal 
Commission, he examined the issue as to whether the high 
levels of retained earnings, which were to some extent 


coupled to the way in which the tax system operated, 
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tended to distort investment in thatcompanies which had 
earnings made investments which happened to be good 

and convenient and so on for their purposes but not 
necessarily so from an economic point of view, This 

has been a contention, and Professor Mood concluded that 
he could see no major distortions in the element of 
investment funds as a result of retained earnings, the 
high level of retained earnings. But both in the United 
States and Canada it seems that if this issue is being 
re-opened again; it seems as if you turned over over a 
stone six or seven years ago to see if there are any 
worms and you think you ought to turn it over again to 
see uf they have come along. I think this would be very 
worth-while for the Commission to work on, 

From what I have put in the brief, I believe 
that the effectiveness of tax policy with respect to 
stabilization should be worked over, I think that 
I have stated that more or less clearly. 

Those are just a couple of things which come 
to mind, Mr. Perry. 

COMMISSIONER PERRY: Thank you, Both of them, 
I would think, would involve some program of field study 
rather than desk work, The new information here would 
have to eome from people who are actually making the 
decisions, 

PROFESSOR SLATER: I have tried as a sort of 
dry run a piece of field work on the first of these 
questions, that is the effectiveness of taxes on. 
decisions, and I found it extraordinarily difficult at 


field work level to get good answers, because, as I 
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understood the decision process in the two of the 
circumstances I encountered it, when the choices were 
made between this alternative, this one and this one, 
where you worked this one out more or less completely, 
including these tax bedi and you made finite 
decisions, actually what you did was make decisions on 
the balance of advantages, and in these circumstances 
it was extremely difficult to say what was the tax 
effect. But so did other things. It is very difficult 
to get answers at corporate level to questions such 
as this: How has the tax arrangement affected the, 
let's say, pay-off ratios or criteria you use in 
making a decision, Now, over time the criteria 
that is used by the corporation will change, but they 
change because of a whole series of things which change, 
and to obtain a partial tax effect on the criteria is 
very difficult, 
I think this field work is very necessary, 
yes, but I think it is field work plus something more. 
THE CHAIRMAN: Yes, I think so, Professor, 
It seems to me that the investor has regard to the risk 
and the return, and in measuring the return, taxation 
is one of a number of different costs, but taxation has 
to be considered. But only in that context, I think, 
PROFESSOR SLATER: Yes. One of the things I 
found, Mr. Carter, was that people would acknowledge that 
the tax bill was large, but they would say to me when 
I was doing my field work that it is not a matter under 
our control, we can't do much about it. Therefore the 


only ones we can focus our attention on are the ones whic 
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1 are influenced by our decisions, Of course, the thing 
2 catches you in the mck door in that the funds which 
3 are available may be influenced by the tax system, 
4 PROFESSOR SLATER: Yes, 
THE CHAIRMAN: In discussing stability, 

Professor Slater, you indicate that there is some 
question as to the effect of monetary policy and simi- 
larly with respect to government expenditures, and there 
fore we came down to tax policy. Would you say that we are 
coming to tax policy merely because of elimination of 
the other effects, that we have found that they are not 
particularly significant, and therefore we are looking 
in all directions ? 

| PROFESSOR SLATER: I think there is something 
more to it than this, Mr. Chairman, At meetings of 
the American Economic Association two or three years ago 
there was a panel on tax matters, and one of the speaker 
asked this question: Why do we spend so much time 
worrying about tax policy with respect to stabilization? 
And they answered the question in this way -- and I 
think there was an element of wisdom about this -- that 
we run what you might call predominantly a private 
enterprise economy, with inatvtdual decisions and 
decentralized decisions, and when we run government 
policy with respect to the economy we mainly rely on 
pipants to influence the environment in which private 
decisions are made, | 


Now, I think that tax policy is inherently an 
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1] attractive element to use in stabilization policy, be- 

2 cause it in a sense fits with this basic approach that 

3, we take to economic matters. Now, I am not arguing 

4| against government activities, but I think it is a 

very fundamental aspect to the thing. So there is what 
6 you might call a philosophical bent to using tax policy 
7 for these purposes as well as a question of feasibility. 
8 Now, part of the problem on the expenditure 

9 Side is that at the federal government level the amount 
10 of government expenditures on goods and services that 


is amenable to being shifted around fairly quickly for 


11 

12 stabilization purposes is rather modest, One estimate 
13 I have encountered -- you can count these things up 

14 different ways -- one is that there are perhaps two or 

15 three hundred million dollars on goods and services which 


16 can be varied on a stabilization policy, and you cannot 
17 turn that tap off completely either, So you are bound 


to an instrument on federal expenditures on goods and 


18 

19 services which is fairly small to the job to be done, 

20 In the Canadian economy, to produce a five 

1 per cent increase in total expenditures in the community, 
my) is ia. question of swinging around demand by a couple 

23 of billion dollars, and to try to do this by expenditures 
24 of a couple of hundred million dollars is quite incapable 


25 of tackling a job of this magnitude, 

26 Now, as many of you know, in the early’ post- 
27 war -attack on the stabilization problem in Canada one 
of the conceptions that was awfully attractive was to get 
29 such use, such effective use out of variations in 


30|| government expenditures as you could for stabilization 
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1||. purposes, The principal expenditures that appeared 

2 to have uses in this connection lay with the 

4 provincial-municipal governments, and the conception of 
4| using timing grants was instituted. This was never 

5| accepted, and I think it is true that we have never made 
use of federal government expenditures, or very little 
use; we have never made use at the provincial-municipal 
level, I think that this is one of these area which, 

as a sort of background matter,is of concern to your 
Commission, 

I would almost put the thing this way, that 
governments have little enough to use for effective 
stabilization in other policies, their power and influenc 
is comparatively modest. Therefore we have to try to 
use a lot of other little things and to use your 
expenditure side a bit and try to improve that, 

But I think to this extent we have to rely on the tax 
system because of feasibility generally and because of ou 
general philosophical approach and the way we run our 
general economic system, 

COMMISSION WALLS: Now, Professor Slater, during 
the post-war period, -post World War © II period, there 
has been no appreciable change in the Canadian tax system, 
Now, during the same period we have had a number of 
upsurges in our economy, followed by periods of 
recession, Generally speaking, these upsurges have 
been credited to the immediate post-war demand for 
consumer goods, and then the Korean war and the cold war, 
and so on, 


In view of these circumstances, then, can the 
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existing tax system be blamed either for the upsurges 

or for the recessions? And if not, why is it considered 
or why would you consider that a new tax structure can 
now encourage economic growth? 

PROFESSOR SLATER: You cover a lot of 
territory, Mr. Wallis, I think I would begin by saying 
that both the structure of our tax system and the 
active use of tax policy have played a significant role 
in the post-war experience of Canada with respect to 
growth and with respect to stabilization. 

To deal with the growth side first, I think 
it. is probably apt to say that Canada, at the end of 
the war, in economic affairs reflected a mixture of 
confidence and uncertainty, confidence that arose out 
of the wartime performance,both military, economically 
and industrially and other ways, and uncertainty which 
I think arose in two sorts of threads: one, the 
uncertainty of how we were going to earn a good kind of 
living in the worid that was emerging after the war, 
particularly a United Kingdom that had suffered so 
badly anda Europe which had suffered so badly, and 
ae also about the ability in Canada post-war 
to avoid the kind of economic breakdown that we had had 
in the 1930's; and I think that in the years at the end 
of the war and after the war our tax system, our tax 
policy and many other elements of our policy were arranged 
in ways to try to achieve this success in avoiding the 
1930's ee and also to provide, to find a way 
for Canada to make a good living in the new kind of world 


that was emerging. 
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Our trade policy, our participation in the international 
monetary arrangements, and so on, were part of the story, 
but I think also we did make a major overhaul in, for 
example, the capital cost allowances. In the monetary 
policy that was followed in the trade restriction 

eqs etes there was a great deal of emphasis given to 

the stimulation of investment. We had at that time, and 
we had in fact until 1962, a scale of capital cost 
allowances in this country which was very much more 
generous than, let us say, that in the United States. 

We converted a number of -- well, I think we extended 
and made intensified use of various sorts of incentive 
devices in our tax arrangements to bring about the 
development of the new staple products that we thought 
were fundamental to our making a decent living in this 
new world. So I would say that the tax system was used 
at that time with respect to the growth problems that 
were envisaged, along with other policies. 

With respect to stabilization, I would say that 
the tax system and tax policy both were used from time 
to time rather successfully from a stabilization point 
of view. We have a rather large element of built-in 
stabilizers in our economic system nowadays, of which 
the most important I think arise from the tax structure. 
Looking back on the post-war record as a whole, the 
performance in economic stabilization has been not all 
that bad, and I think that some part of the credit for 
that performance should be put to the tax system and to 
the tax structure. We also made an active use of tax 


policy for dabilization purposes most notably between 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 134 


1949 and 1955, and there were taxation changes in 1957 
which also had stabilizing effects. 

I think that the record is one of a tax system 
and a tax policy which, not perfectly and not all the 
time as well as it might have, has performed both with 
respect to the kind of growth prospects and problems 
that we saw at that time and with respect to stabiliza- 
tion. I think the issue is not one of whether this 
stuff can be effective or not, but rather an issue of 
whether for the circumstances that we are now in, and 
for the kinds of problems that we now face, or are 
likely to face in the future, whether we can improve 
the system. 

COMMISSIONER WALLS: You rather emphasize 
improvement than change of tax structure, is that it? 

PROFESSOR SLATER: Yes, I would emphasize 
improvement. I don't see that our problems are so 
serious, or so amenable to tax policy, that we ina 
sense have to undo everything that is there, and put 
something completely and radically new in place. [I 
think it would probably be very useful for all of us at 
this stage of the game to stretch ourselves out to 
think about radical ideas. I think that this is 
terribly important, because they will to some extent 
sharpen up Sere on things, but I think I would be 
very surprised if what you might call a complete ripping 
down and rebuilding is in the nature of the problem at 
the moment. 

THE CHAIRMAN: Professor Slater, you refer to 


the contribution our tax system has made towards 
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stabilization in the past, and? think that the record 
as regards stabilization might be considered to be very 
good, as is indicated, but I don't follow you how the 
tax system has contributed to such a stability, unless 
it is perhaps the high rate of personal income tax? 

PROFESSOR SLATER: I think the personal income 
tax is the most important element of this, and I think 
actually the exemption structure is perhaps even more 
important in this regard than the progression in rates. 
The stabilization that results from this lores. is 
what you might call not absolute, but relative. That is, 
the system that we have means that the government's 
revenue declines more than the private sector's revenue 
as it were after tax as economic activity declines, and 
on the other hand that the government's revenue increases 
more than the private sector's after tax when the 
economy is expanding. ‘To this extent the tax system in 
essence means that the spending by the private sector 
does not need to vary as much as what you might call 
their before tax income, and this is something well 
worth having. 

It is not the only thing that is important, 
but it is well worth having. ‘There are certain of the 
excise taxes which, because of the way in which 
expenditure CHE CaGat get changed over time, and ina 
cycle, also make minor contributions in this respect. 
It is not the only one of these oryiedeauad ats it is 
probably one of the more important of them, and I think, 
Mr. Chairman, that the exemption structure is just 


terribly important in the powerfulness of the cutting 
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edge of this instrument. 

THE CHAIRMAN: Thank you. I think I begin to 
understand. 

There is a question which I have marked on 
pages 3 and 4 of your submission, which are the words 


living beyond their means, ---". We have got very 


6! 
used to being lectured in this country on the fact that 
in the last few years we have been living very high. It 
is rather comforting to us to have you disagree with 
that viewpoint, but I am subteut why you have come to 
the conclusion that such a statement. is meaningless 
jJingoism. 

Would you care to expand on that? 

PROFESSOR SLATER: That is a flippant phrase, 
that I should not have included, sir. 

THE CHAIRMAN: I am delighted that you did. 

PROFESSOR SLATER: The phrase "living beyond 
one's means" I think presented in an unqualified way is 
a phrase which I think captures our attention, and 
drives us into thinking about problems, and I think 
serves avery great usefulness in this regard. I think, 
however, that it is a beginning point for one's ques- 
tions, not an ending point. Young men live beyond their 
means while they are raising a young family, or educating 
themselves. Corporations live beyond their means when 
Heyoere carrying out a major development program. 
Municipalities live beyond their means when they are 
building schools, roads, sewage treatment plants, and 
so on. So that if one uses living beyond one's means 


in a totally unqualified way, I think you are really not 
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Now, there are two or three aspects of this 
general area that I think we should consider. The first 
one I think is our external position. I think that you 
all know, and you are all ast. of the fact that we in 
Canada have been net borrowers from abroad more or less 
continuously now for a bit more than a decade, borrowing 
at rates that varied from, oh, two per cent of our 
national product up to six or seven at the peak. This 
in effect means that we have been carrying a public and 
private investments in Canada which have been larger than 
our current savings in Canada. Our current savings in 
Canada are large. That is, Canada is one of the higher 
saving countries of the world, but despite those high 
rates of saving we have been carrying on, as I say, 
publie and private investment, predominantly the public 
and private investment, at rates which were higher than 
this. 

Now, in one sense then this constitutes a 
living beyond means. Throughout most of the period when 
the capital inflows were as large as they were it is 
quite clear that the equivalent was a high level of 
public and private investment. Whether we are living 
beyond our means then really becomes a question of 
whether we are in a sense making effective use of 
the investment funds that came available. You could say 
we were living beyond our means if we were, as it were, 
borrowing and investing in rather useless and unproduc- 
tive sorts of things. 


Now, it is quite clear I think that in any major 
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investment boom of any country tread will be mistakes 
made in investment programs. Something will be put in 
place in too big a scale, or prematurely, or something 
else. I think this is in the nature of making investment 
decisions, but it is one thing to have what you might 
call some mistakes, which I think are inevitable in any 
kind of investment boom, and another thing I think to 

act as if the general process of investment has been just 
thoroughly unsatisfactory. — 

I accept perhaps for the, oh, the bad luck of 
the way in which the uranium industry developed -- I 
don't know of many mistakes in the investment boom of 
Canada in the fifties that rank with the classic 
Canadian mistakes in investment boom, namely the over- 
building of railroads, which is appropriate to this 
building, the overbuilding of railroads before the First 
World War. I think this is the classic mistake in 
Canada of a huge investment boom that went awry. I 
don't know of anything which is quite so clearly of that 
nature in what has been developed in Canada in the 
LCV Les: 

In other words, I think it is an unproved 
proposition that the huge investment that took place in 
Canada that was associated with this big investment 
boom and this big capital inflow, it is an unproved 
proposition that this was very heavily weighted with 
unproductive elements. I think there was an element 
of prematurity in some things, and there were some 
mistakes, and so on. One version, as it were, of 


accepting the idea of Canada Iwing beyond its means 
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would be to accept the view that this big piece of 
public and private investment really was extremely 
unproductive, was a great mistake. I think that is a 
decision you have got to make to accept the living 
beyond means. 

One other thing. In more recent periods, if 
you look at the national saving and investment account, 
overall government deficits have been a part of the use 
of the saving that came available from domestic sources, 
and from abroad if you like. Now, the notion then might 
be that we have been borrowing from abroad to maintain 
consumption, and that we have been doing this through 
the vehicle of government deficits. Now, I think on a 
superficial level there is something to this, but I don't 


think all that much. It is a temporary phenomenon. 
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And I think the great difficulty with this approach is 
that we are picking out a particular piece of the use 
of saving and matching it up with a particular element 
of the source of finance, and you are in effect saying 
that this piece is explained by this element or thus 
the capital inflow is explained by and is entirely due 
to government deficits, I think it is really a false 
piece of arithmetic, 

Now, I will Bay something on living beyond 
means, 4nd that is this, At the end of my brief I 
put some emphasis on the general area of economizing 
in the provision and use of public goods. I think that 
we have got to the situation in Canada where it is 
extremely difficult for people to make any kind of 
rational choice and ranking and what is put in place 
in terms of a government program and how it is paid for. 
I know there are very severe limits in the way in which 
any kind of matching up can be done, but I don't think 
we have explored the limits, I don't think we have 
explored this area enough, We could have governments 
take on some activities in which the living beyond means 
appellation would apply; I don't rule this out entirely. 
But I don't see that it is a probem, the one problem of 
Canada. I don't see what you might call a government 
and a government-induced austerity approach to things 
is the kind of policy which makes sense to Canada at this 
time, because one of the major implications of this 
acceptance of iiving beyond means in a sort of un- 
qualified way, one of the major things is nae austerity, 


a poor mouth and a zippered-up pocket is a way to take 
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care of our problems, and I don't think this is so, 

THE CHAIRMAN: Thank you, Professor, 

COMMISSIONER BEAUVAIS: Professor, when you 
implied that we borrow from outside, from the United 
States, for instance, it may be that is because the 
investors do not want to invest in equities in Canada, 
and do you think in that way we are living beyond our 
means if we do that? 

PROFESSOR SLATER: This raises a very 
interesting @neral area which I have ae eiaa over, 

Mr, Beauvais, and I am not sure I have very good answers 
to this, 

The first thing I will say is that I am not 
at all convinced that Canadians are unwilling to invest 
in equities. You cannot pick a blue-chip set of 
Canadian industrial securities and earn a dividend that 
is comparable to what you can get on a comparable set 
of items taken off the New York Stock Exchange. I know 
thats; I have worked it out, If you look at the enormous 
success of mitual funds in this country, if you look at 
the development of pension plans which have, many of ser 
participation in equity funds, if you look at all these 
things you see that there is a great interest in investin 
in equities in this country. 

I think it is true that we have traditionally 
done more of our personal savings through accumulation 
of equities in life insurance companies, in annuities 
and in housing, all of which have some tax advantage as 
compared with other alternatives, It may be that we 


have put more of our saving flow into these uses or 
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through these channels than makes sense. It may be that 
there has been some restraint in investment in equities 
in Canada, but I am not sure that it 1s a major source 
of difficulty. We have a very much more generous 
dividend tax credit system than the United States has, 
so that the position of a person investing in equities 
from a tax point of view is a rather favourable one, 
Now, the thing that bothers me a bit about 
this foreign investment versus Canadian sources 
investment side is that there is such a mixture of 
things, it is so difficult to know where the balance 
comes out. We have got, I think, some very good 
Canadian companies, Canadian companies fhat in terms 
of their productive performance are good by any test. 
We have some which are competing extremely effectively 
in world markets, we have some that are recognized as 
being very good technically, and these companies seem 
to have no difficulty in obtaining finance, In recent 
times we have had a series of new issues, rates 
and things of this sort which have gone very well. 1 
don't really know, I believe there is quite an interest 
in equity investment, It may be that there are too 
few equities available, It may be that there is still 
some improvement to be made in this area, It may also 
be that we should have a very substantial improvement in 
the flows of funds for risk investment. But, as you 
know, three of the most interesting developments in the 
last three and a half years have been the development 
by some life companies, and in Quebec, the Quebec Finance 


Corporation, to, in fact, get out into this game much 
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1 more actively. It seems 2s though a lot of the funds 


2 
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are going to get into the equity employment, 

I don't know whether I am catching your 
question, 

COMMISSIONER BEAUVAIS: Yes, thank you, 
Professor. I was also referring to bond financing 
in the States, for example, Although you have in 
Canada a high level of saving, some companies are 
obliged to go to the United States to borrow funds 
because people do not want to buy those securities, 
But it doesn't mean in such a case that we are living 
beyond our means, 

PROFESSOR SLATER: I don't think so. It 
returns to a large extent to what you do with the 
resources you get. Are we,collectively , making 
effective use of the resources which are being made 
available to us? And I am prepared to concede that 
there were errors, but I think errors are part of any 
major period of development, and I am not at all sure 
that we have had more or an undue proportion in that 
last experience of ours, 

THE CHAIRMAN: Professor, is there any study 
which indicates or explains that funds received from 
abroad are frittered away in consumption, riotous 
living? 

PROFESSOR SLATER: I don't know of any, 


Mr. Chairman. There have been a lot of allegations to 


this effect, and there are a lot of rather superficially 


appealing comparisons to be made, such as the combined 


deficits of Canadian governments, let's say, between 1958 
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and 1962, which would amount to about -- I forget the 
exact numbers ~- say 70 per cent of the capital inflow, 
and the sort of thing that people leap on is not an 
answer that we have been going this.way, it is part of the 
government deficits, JI think this is not really quite 
a fair way to get a cut at the thing. 

COMMISSIONER BEAUVAIS: I would add another 
question, Professor, on the same subject. 


You stated that government deficit doesn't 


mean that we are living beyond our means, because you 
mentioned the construction of schools, and so forth, 
and other investments, But .if that represents 
current expenditures over current revenue, don't you 
think that this is living beyond our means? 

PROFESSOR SLATER: I think in considering 
government deficits -- I am sure you people are going 
to be sick and tired of this before you get through 
with it, but I think it is rather important that you 
make a distinction between the deficits which are 
associated with substantial unemployment and under- 
employment of productive activity and the deficit 
pawl Kid you might be in if you were achieving reasonably 
PP eraatany levels of productive activity; and a very 
substantial part of the deficits, particularly of the 
federal government, in recent years -- I am speaking 
now of deficits in a cash sense rather than ina 
budgetary sense or deficits in a national accounts sense- 
a very substantial portion of those deficits is a 
reflection of the under-employment of people and pro- 


ductive capacity. 
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I think that the term living beyond one's 
means is hardly a right phrase, even as a lead-in 
question, about that part of the deficit that is 
associated with depressed economic activity. So I 
think we must turn to the other side of it, we must 
look at the deficits which we would have in a situation 
closer to full employment. 

Now, I think -- the staff can put the numbers 
together for you -- I think the numbers will show that 
the public investment, things that are Bait ted (OURS 
investment and clearly identifiable as public invest- 
ment, schools, roads and all that sort of stuff, has 
amounted to much larger magnitudes than the deficits 
of governments, aside from this depressed condition 
situation, In other words, if you take all of our 
levels of government together, we have been financing 
a part of that which is clearly public investment out of 
current revenue as a rather standard part of our 
procedure, I think, if anything, we err on the side 
of conservatism in that kind of financing. 

So I don't think that it is fair to even use 
this appellation of living beyond one's means with res- 
pect to government eficits, 

Now, there is a very big issue on which my 
professional brethren are sort of split down the middle, 
and this bears on the question of what is an appropriate 
policy for government deficits or surpluses from a 
long haul point of view, There is one school of thought 


that we, collectively, not just Canadians but Canadians, 


Americans, tend to carry on saving, even if we save at to 
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low a level for a high rate of economic growth, and 

to some extent you might try to influence this by 

the government being a saver, that is running surpluses, 
because that is a species of saving from the point of 
view of the society as a whole, 

There are, as I say, some economists who 
have come down on that side of the thing; there are 
others who have got great skepticism about this, others 
who think that the problem that we are more likely to 
face is excessive saving rather than deficient saving, 
and I don't think that this issue is by any means 
settled yet. But I think it would be helpful in your 
work if your staff were to at least try to sort out this 
issue and things which bear on it, because the aes 
term approach to government deficits to some extent 
depends on the answer to this question, 

THE CHAIRMAN: Thank you, Professor. 

I think we will break for ten minutes now, 


I would like to come back to the question of deficits. 
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THE CHAIRMAN: ‘The hearing will come to order. 

Mr. Grant I think has some questions. 

COMMISS TONER GRANT: Professor Slater, before 
laving the subject of government deficits there are two 
or three questions which I personally, and I believe the 
members of the Commission, would like to hear you 
elaborate on. 

First of all, I take it that: you) are an 
adherent of the cyclical budgetary system? You subscribe 
to that? 

PROFESSOR SLATER: ‘The answer I think would have 
to be yes, for three reasons. 

First, that I think there) ds: a job of atvempting 
an economic stabilization policy that is required. 
Secondly, that this is a collective, or governmental 
job primarily in part because no private institution, 
or group of them, has the means to take primary responsi- 
bidity forithiss | Thiadly, becausevto try .to, do this 
stabilization job while running a balanced budget each 
year I think is quite unworkable. It is quite unwork- 
able because the degree to which government expenditures 
would have to be changed around from one point of time 
to another would be so large as to be completely 
unfeasible. A number of economists have suggested that 
it is technically possible, or theoretically possible, 
to carry out a stabilization policy while balancing a 
budget annually, but for Canada this would involve, 

Just to give rough orders of magnitude, changing 


government expenditure around in periods of 15 to 24 


months in levels of 12 billions to 2/! billions of dollars. 
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This I think is so impossible a mechanism that I think 
you must in your stabilization policy follow, if you 
like, on a year to year basis, and depending on the 
circumstance an unbalanced budget approach. 

The question, I think, is whether it makes 
sense to aim for budget balancing over a cycle, or over 
a series of a couple of cycles, and in what sense this 
is desirable in the light of the public investment 
activities of governments, but these are the considera- 
tions that lead me to be an adherent of that school of 
thought. 

COMMISSIONER GRANT: Well, now, does that 
school of thought attempt to state the term of the cycle? 
I am under the impression that it is on a 10-year basis. 

PROFESSOR SLATER: I think if one was to 
examine the past record, Mr. Grant, that there has been 
a good deal of variation from one cycle to another in 
the duration of the cycle, and in the degree of fluctu- 
ation that takes place. The business cycle theorists, 
and I don't consider myself a business cycle theorist 
in any sense of the word, but the business cycle 
theorists talk about a business cycle as something 
which has certain general characteristics which can be 
identified, and which tend to hold from one cycle to 
another, bul a pPleid’ period of time as the duration, 
or a precise degree of variation, is not one of those 
characteristics that holds from one qgcle to another. 

The development that I think is most interest- 
ing at the moment, and I think perhaps the one that may 


be quite relevant to your work, is of trying to get a 
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sort of more meaningful classification of the sort of 
problems that one encounters. Let me.put it this way. 
We have had business cycles, fluctuations in the post- 
war period, but we have also had periods of what we 
might call growth cycles. That is, business cycles that 
took place up until 19-- well, say the one that had a 
terminal peak in 1957, were in a sense superimposed on 

a period of rather rapid growth in a OR 

The ones we have had since have been imposed on a period 
of slower growth in a realized sense. | 

There is a problem over and beyond the strictly 
business cycle problem, and there are interrelationships 
in the sense that some of the characteristics of business 
cycles, and some of the problems that emerge are differen 
in business cycles that are in one kind of growth 
context from those that arise in another kind of growth 
context. 

Now,..trom, the: point of view of podiey in 
general, and tax policy in particular, this description 
of the understanding of business cycles I think has 
this, implication. .It. is, 1. think,. impossible. to’ forecasy 
accurately and with a high degree,.of precision allioeF 
the business cycle and growth cycle kinds of experience 
that an economy is going to have to cope with. The 
record in forecasting in these things has not been 
terribly good. 

Therefore I think that from the point of view 
of policy you can only build in some things that will 
work automatically, some things that are appropriate 


no matter what the circumstances that develop. To some 
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extent you must adapt your system to your appreciation 
of the situation as it emerges, and I take it that an 
issue of policy is whether you have a tax system that 
can be adapted to changing circumstances. Do you have a 
tax system that permits an effective development of 
policies that can only be formulated as the appraisal 

of the situation develops? 

I think these are the implications about the 
irregularity of the past experience and the impossibi- 
lity therefore of extremely accurate forecasting, or 
sufficiently accurate forecasting for the future. 

COMMISSIONER GRANT: Yes. Well, when a situa- 
tion arises in which the government is forced to budget 
fora deficit, obviously that-can't ‘contdnue <indefinitely 
There would have to be a stop put to it. Those who 
subscribe to the cyclical theory would rely upon the 
tax system and the tax “structure to bring it out. Now, 
it seems to me that we have not been in this field very 
long, in that we have had budgetary surpluses since the 
war until probably 1957, as you mentioned, with very 
few, if any, exceptions, and since 1957 we have 
budgeted deficits. So that if we are still working on 
the theory, I am just wondering whether those who sub- 
Scribe to the theory draw any conclusions as to when it 
must cease, before we encounter a situation that is 
going to compel us to take drastic action? 

PROFESSOR SLATER: Well, I think most 
economists would argue that the wolf is quite a long 
way from the door, rather than close to the door, in 


this connection. For the federal government there is 
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in a sense always an out that they can use in any short- 
run circumstance. They own and control a central bank, 
which no province does, which no municipality does, and 
which no corporation does. Therefore, in the technical 
sense of having a means to Soebive on the due date a 
particular issue, a government can have no problem. 

The problem, however, that may arise is the problem of 
a government being driven into an excessive creation of 
money. In a sense that is the outcome, with the cons .- 
quences internally and externally that would arise from 
this. Now, I think the judgment of most of my profes- 
Sional brethren would be that we are not close to having 
that sort of situation in Canada at the present time. 
There has been a perfectly enormous absorption of 
government securities by the public over the last six 
or seven years, without any great difficulty. 

Now, I think that another aspect of the thing 
is that government deficits and accumulation of govern- 
ment debt may pose problems if they grow rather rapidly 
relative to the size of the total economy and the tax 
base, because in those circumstances more and more of 
the national income would have to be somehow drawn in 
through a taxation system in order to service this debt. 
You could have further difficulties arise which are not 
difficulties of a bank policy sort with respect to your 
debt at all, but they are difficulties that are 
attendant on governments having larger and larger debt 
service burdens relative to the income of the community. 
But problems of that sort could arise either from the 


debt side or from the assumption of additional 
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government programs of other Ter 

Now, for the first decade or so after the end 
of the war the Canadian story was of the burden of debt 
service of governments accounting for smaller and smaller 
and smaller fractions of our national product. I am woe 
sure of the exact figures. I don't think we are -- 
well, we have had deficits for a number of years -- I 
don't think we are even yet back to anything like the 
kind of burden of debt service that we had at the end 
of the war -- 

COMMISSIONER GRANT: Due to the increases in -- 

PROFESSOR SLATER: Due to the increases in 
national output. I don't want to mislead you by these 
kinds of comparisons, but I think that they do give some 
sort of & Feeling Tor whether, a6 I) pus it, the wolli ss 
close to the door or maybe somewhat farther away. 

Now, 1 think this. ie al) DD havesto say in 
answer to your question, Mr. Grant. 

COMMISSIONER GRANT: Just one more thing, 
Professor Slater, if you don’t mind. 

Would you like to give your opinion as to 
whether or not the federal system of compiling a budget 
reflects the true state of the national economy? 

PROFESSOR SLATER: well, 17°" fink, Mr. Grant, 
that there is a single budgetary statement that could 
be savisfactory for all mirposes. This 26. 0ut of my 
general area, but as I understand it there are political 
and constitutional factors that bear on the handling of 
the budget in its present form in the federal government. 


That is that there shall be votes, proceedings, thereis 
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the control over the money in that kind of budgetary 
sense, a sort of administrative, constitutional, 
political consideration, and the budget arrangement 
that you may want for that purpose may not be satisfac- 
tory for, let us say, enone of government debt 
operations for which you have to have something more 
akin to a cash budget. Neither of these may be satis- 
factory from the point of view of what you apres call 
the immediate economic effects on the real elements of 


the economy. 
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I think that what we have to have is a 
budget system that permits us to translate from the 
budget that is appropriate for one purpose to the 
budget and that is appropriate for another purpose. 
I doubt very much that thane is a malti-purpose or 
single budgetary statement that may ever be satisfactory 
for all purposes, 

COMMISSIONER GRANT: Thank you, 

THE CHAIRMAN: Professor Slater, I would 
like to direct your attention to your section on 
incidence, You attach attach considerable importance 
to this matter, I would think, when you says: 

y It has been easier to allocate taxation 
among persons than to allocate the ‘benefit! 
of government expenditures and other 
activities," 

Now, I hate to divert your staff of 
wills of the wisp and dissipate our resources on 
unobtainable ends, I am concerned about trying to 

pursue the matter of incident to such a thing as 

corporation tax; various people have, as I understand 
it, made attempts at this with conspicuous lack of 
success, = aN There are, of course, 
important matters in this area in which you think we 
should endeavour to pursue incidence of taxes as they 
bear on different industries and possibly different 
geographical regions, 

PROFESSOR SLATER: My discretion on 


incidence is discretion, to some extent, froma 


position of ignorance, Most studies are of incidence, 
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as I point out in that brief and as you are aware, what 
they mostly do is try to measure the tax budget by 
various income classes, people who fall into such and 
such a class of income and another class of income and 
so on, This is related to some ideas of what is an 
equitable tax system and, in fact, an equitable 
arrangement of our society. 

I think it would be apt to describe our 
society in these respects as essentially one that you 
get rewards according to your talent and abilities 
and luck but that we modify this system in a degree 
by transferring mechanisms and so on and we try to take 
care of the worst burdens that are beyond an individual!' 
own capacity to take care of, 

The thing that bothers me is that so many 
things other than income have a bearing on ability to 
pay. This is already recognized in nearly every 
country. In the exemption structures in an income 
tax are in a sense to some extent an attempt to get 
closer to an ability to pay sort of notion, But, with 
respect to most other taxes in the community there 
is not a comparable sort of handling of the thing. 

I think it is a good idea for somebody some day, I won't 
press this too hard on you, to try to do what I calla 
meaningful incidence study to try to find out what 

the distribution of the tax rate is not only among incom 
class but people within income classes according to 
occupation and formations in which they get their income 
and things of this sort, 


Now, as to industries; it seems to me that 
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industries do not in an ultimate sense pay taxes, 
therefore, I do not think that it is right to think 
about let us say the incidence of a tax on an industry. 
I think it is appropriate, however, to assume where 


the tax system tends to encourage or discourage the 


development of a particular industry and to do this 

to an excessive degree or deficient degree by some sort 
of criteria, I think that is a fair question. But, 
the idea of incidence of taxes on an industry does not 
commend itself to me, 

Now, originally, you see, in order to sudy 
the incidence of taxation on the residents of a region-- 
I mean, how would it differ as between regions? Well, 
it would differ as the residents of one region differ 
in not only income class, forms of income and 
occupations, et cetera, as between these regions, I 
suspect that if you are going to study the incidence 
of taxation among regions you probably have to go below 
the income, dig deeper than the income class, I 
think also if you are going to do this and come up 
with a what you might call a meaningful attack on the 
incidence of which you might call government regionally, 
that you would have to try to match up or make a 
regional allocation of some of the incident items too 
and what their pattern is, 

I think the traditional interest in regional 
incidence in Canada that was devised 30 years ago was 
the regional incidence of the tariff. I think the 
tariff is precluded from your general terms of 


reference but if you do anything on the tariff, the 
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impact of it, you might have some regional interests, 

This raises another very important issue 
and that is that this is a: country of diverse regions. 
A general policy pursued for what you might call the 
general or Canadian situation is almost bound to be 
a somewhat imperfect fit with respect to regions, 

This raises the fundamental question of whether this 
poorness of fit, let us say, with respect to a growth 
of policy, with respect to a stabilization policy, 
with respect to the equity aspect of things, whether 

a general Canadian policy, one policy for everybody 

is sufficient as a basis for running our arrangement, 
I would argue rather strongly for taking one Canadian 
policy as at least the base and having what you might 
callregional variations in policy built on top of this. 
This is a very big issue, I think, in the general area 
of the public policy and I think unavoidably in tax 
policy, 

THE CHAIRMAN: You make reference to benefit 
of government expenditures, You deal to quite some 
extent in regard to incidence and suggest that is a 
matter of interest to us, Well, I would hope any 
study of taxation would not be thrown very far into ex- 
penditure, I recognize the relationship of one to the 
other but I do not think we can extend our inquiry 
to all things related to taxation, 

PROFESSOR SLATER: I understand this, sir, 
and the thing that struck me and struck some of our 
people as they looked around at things is that in 


comparison with even what we had at the end of the war 
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we have developed a rather considerable structure of 
transfer payment to persons, These transfers take 

a large variety of forms, they account for a bigger 
share of the total government outlays since’ more 

gross income flows into the community than they used 
to. Many of these are things in which, in a sense, 
the government was taking with one hand and paying 

out with the other without really running the thing 
through the apparatus of a government or what you might 
call government programs that involve eaansemiaa 
and so on aside from the administration aspect. We 
have, therefore, in the public economy taken on a 
considerable budgeting of these things, In a way 

one might like to think about the financing of these 

as a problem that might in some respects be dis-~ 
tinguishable from the problem of financing general 
government operations including defence and things 

of that sort and that many of these programs have a 
fairly significant equalization and transfer 

activity to them, My thought was this was a relevant 
background to formulating what you might call tax 
Sat in the general framework of the tax policy of 
the government of Canada. It may be it will be 
sufficient to have a limited appraisal of this 
situation as background to your work rather than a 
careful study but I advance it as one of the fairly big 
issues in the government of Canada and it will probably 
be a bigger one with the imminence of the development 


of more medical care schemes and things of this sort, 


THE CHAIRMAN: If I understand correctly, you 
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ij are drawing a distinction between taxes which are 

2 used to provide benefit to a taxpayer that he is able 

3 to recognize as a personal benefit as opposed to those 
4 which go to the general good of the country and are 

5 pretty far removed from the individual? 

6 PROFESSOR SLATER: Yes, 

7 THE CHAIRMAN: In the final chapter which you 
8 submitted you suggest a further matching up of revenue 

9| and expenditure. I must say, as a citizen, that it 

10 certainly has an appeal to know what the payments are 

11 for and to recognize what taxes do, and that he does get 
12 benefits in the way of pensions, old age security, 

13 protection against being unemployed which are of value 
14) to him, 

15 PROFESSOR SLATER: Yes, I do have a 

16 completely clear and thought out view of this area, 

17 There have been a number of conjectural articles on 

18 the subject; for instance, two of the British party 

19 organizations have conjectured on the development of a 
20 social security budget as distinct from the other 

21 elements of the budget with a different set of budgetary 
22| rules, different sort of approach to the taxation to 

23) deal with this, It is (eer ctemueharns on this point but 
24) it is, I think, symptomatic of the kind of thinking ; 
25 people are doing about this sort of problem, 

26 THE CHAIRMAN: Thank you, 

27 COMMISSIONER MILNE: Professor Slater, I 

28 would like to put forward a question that deals with 


29|| your fourth topical reference, economic growth, There is 
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a divergence of opinion existing in respect to the 
importance to the country of the extent of foreign 
ownership of Canadian industry. If I may use your own 
term, there is a disenchantment. Certainly expressions 
have been somewhat forcibly made that short-sightednes 
in this direction is exerting a heavy toll on Canada's 
economic strength and is impeding Canada's economic 
growth. Now, we would be interested in knowing if you 
consider that it is important to the Commission to 
examine these views. Possibly you would indicate 
avenues of an inquiry that could be pursued and which 
would be helpful in determining whether or not we 
progress due to physical capital. 

PROFESSOR SLATER: The most useful thing I 
can do for you isto suggest one or two people who are 
much more expert in this field than I who I think would 
be prepared to give this Commission the benefit of 
their experience. In this connection I have particularly 
in mind Professor Safarian of the University of 
Saskatchewan who has a major study on foreign investment 
in Canada under way and has, I think, some views on this 
that are really worth something. 

Tt can sugsest two or three things. First, 1 
can see that the Commission will probably wish to 
consider this problem in those days when we thought we 
had the world by the tail in Canada back about 1956 
or 1957. The issue then used to be put to us this 
Way, that the choice for Canada was between a capital 
inflow and, to some extent, foreign ownership and 


foreign enterprises operating in Canada with high growth 
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or a slower growth and less use of foreign capital. 
This is the way the issue mee to be put. If you were 
to examine some of the papers of the Royal Commission 
on Canada's Economic Prospects I think this is really 
the way the thing was sized up, 

| A third alternative was pointed out and I 
think this is a thing that. bears on your Commission's 
work for any given use of foreign capital, rate of use 
of foreign capital, we could have passed through a 
slower growth according to the Canadian policies that 
are followed, the tax policy, and therefore because 
both the. rate of capital inflow and the kind of saving 


and investing and so on that is done in Canada. 
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so that if you consider it important to examine 
Canadian growth potentials and realization of those 
potentials for various assumed situations with respect 
to foreign investment, that is you are trying to lay 
out what are the alternatives -- “i I think this is 
quite a relevant question for you to ask yourselves 
and for all of us to ask ourselves, we too ~- then I 
think it is fair game for you to try to take this on. 
The second thing I would say is that, so far ag 
I can make out, the role of foreign investment as 
associated with ownership and control of activities 
and resources in Canada has been only one element in 
our growth and that there has been a great deal of our 
growth which has really taken place without reference 
to this. My impression is that the initial work in the 
grubstaking of the iron ore development in Labrador 
was Canadian, but then the whole thing became a huge 
enterprise and became not American but really an 
international company or organization. Similarly, 
in the development of the petroleum industry, this is 
the one where foreign ownership and control is very 
high, but I gather that this has been @- pretty 
successful development from a Canadian point of view, 
too. But there have been lots of developments which 
are very good by any test which have nothing to do with 
foreign ownership and control. Our leading steel 
companies, some of our leading paper companies, these 
have developed not on the basis of foreign ownership 
and control at all. 


One of the things that seems to be developing 
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nowadays is what you might call the international 
company, it is in a sense almost truly international. 
It may have its head office and its origins in a 
particular country, but so far as its operations are 
concerned, national considerations are not a dominating 
concern for them. We have a number of companies that 
have grown up out of Canadian roots and they are now 
international companies of this sort, and the fact that 
they are Canadian owned and controlled in some sense 
seems to cut comparatively little ice in ms way they 
operate. I suspect that for many of the foreign 
companies that are operating in Canada, the fact that 
they are foreign owned and controlled really makes very 
little difference to the way they operate. 

It seems to me that the thing that is important 
for us is to develop uses. of resources and opportunities 
from a Canadian base which may be international, which 
may be domestic, but which are pretty good by any test. 
I think this is the thing that is really important to 
develop. 

But, as 1 say, this is an area in which, 
unfortunately, I have very little expertness, and I 
think that I would suggest that the Commission establish 
contact with Professor Safarian. Professor Breacher at 
McGill University is also very knowledgeable on the 
subject, naving done a preat- deal .of work on, it, 

COMMISSIONER PERRY: I think, Professor Slater, 
more or less as a wind-up question we might ask, in view 
of what we have been asking other witnesses so far, 


whether you have in mind a list of sort of immutable 
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objectives for a tax system such as Adam Smith published 
once, whether your feeling is that there is quite a 

wide range of things, some of which may be more impor- 
tant under some circumstances and others under different 
circumstances, possibly at times even with some of these 
objectives in conflict. We must, of course, keep in 
mind some criteria. 

Would you care to express your views as to 
whether there are some to which we give priority under 
any circumstances or whther this is a sort of flexible 
mix of objectives which changes with changing condi- 
tions? 

PROFESSOR SLATER; I am afraid I do not have a 
closely worked out statement on these objectives. I 
tend to come at this question from the point of view of 
what are the objectives of public policy in general and 
the tax policy as a contributor within this framework; 
and I ‘believe that iit rought »to be»possible-to .come.a 
goodideal closer to full use of our potential,capacity. 
of people and productive plant than we have in recent 
years. I think it ought to be possible to do so without 
ened ab ourselves into either what you might call 
serious balance of payment difficulties or serious 
inflationary problems, or some mixture of the two. 

I think that it ought also to be possible to 
have the individual and collective arrangements that 
are favourable to growth. High investment, I think, 
is a necessary condition of growth, effective alloca- 
tion of ‘capital funds, avstrong, really strong 


educational system, a good communications system, all 
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of these things. I think itouwht to be possible to 
achieve these along withstabilization objectives. I 
tend then to think of tax policy as a major and 
powerful contributor to these ends. 

I am afraid I have comparatively little patience 
with the fellows who say that the primary -- about the 
only thing you should worry about in the tax system is 
raising revenue. This is all well and good, but, on 
the other hand, we have these other jobs to do, they are 
terribly important things to do. To fall short of 
realization of our output by ten per cent is.a four 
billion dollars product down the drain. That is an 
awful lot of product we can do an awful lot of things 
with, and I think it ought to be possible through a tax 
system and policy to make a very considerable contribu- 
tion to these main objectives. 

Just one last thing. As I said earlier in 
answer to one of the questions, I think that a tax 
system has to meet certain general criteria, equitable 
arrangements, efficient administration and all these 
sorts of things. A tax system can have some built-in 
stabilizing characteristics, but I think it is inherent 
in the use of tax policy that you have to change taxes 
from time to time and that you therefore ought to have 
a system that looks for the effective modification of 
rates and arrangements as situations emerge which we 
have to deal with. I don't think you can anticipate 
all of the things that you want in advance, but you can 
design a system which is more or less effective as a 


base from which tocarry on day to day, month to month, 
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year to year Cax policy. 

I think this is fairly important. But one of my 
colleagues has suggested that high taxes and big 
governments and the system has really established a 
whole new set of moral rules for our society. I don't 
know how you do anything about this and whether it is a 
very serious matter or not, but when you get down to 
the level of boards of stewards of churches figuring 
out tax angles and ways and means of figuring out the 
Minister's salary, the tax angles are cutting pretty 
deep. That is one of the extreme cases that goes 
on. 

I am sorry I don't have a very carefully worked 
out statement of principle. 

THE CHAIRMAN: Thank you, Professor Slater. I 
don't know that we will press you any further with 
regard to the moral principle involved in taxation; I 
think you have made your point. 

This has been for us a most interesting and very 
useful morning. Not only am I grateful to you but also 
to the sponsors of the Tax Study Group, who are the 
Canadian Tax Foundation and an anonymous group, I 
understand. This has been a very worthwhile service 
chey are performing. 

Incidentally, I improved my own knowledge on 
matters economic by reading your article entitled 
"Poxation Reforms in the United States and Some 
Implications for Canada". It is most timely and 
Significant. Thank you. 


Mr.. Bennett, is there anything further 
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this morning? 

THE SECRETARY: Nothing further this morning, 
Sirs Weis i 5a thiswaivarnoon. 

THE CHAIRMAN: We stand adjourned. 
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Wednesday, April 17, 1963. 
---Upon resuming at 2:15 p.m. 


THE SECRETARY: Mr, Chairman, ladies and 
gentlemen, we have with us this afternoon the officers 
of the Canadian Manufacturers! Association, Mr. Carl A, 
Pollock 1s President, and he will introduce to the 
Commission the officers who are with him, 

Ivwould like to at this time enter as 
Exhibit No, 6 into the record the submission of the 
Canadian Manufacturers! Association, 

EXHIBIT NO. 6: Submission of the 
Canadian Manufacturers! 
Association, 
SUBMISSION OF THE 


CANADIAN MANUFACTURERS! ASSOCIATION 


APPEARANCES: 


Carl A. Pollock, ~ President, Canadian Manu- 
facturers!' Association; 
President, Dominion 


Electrohome Industries Ltd 


A.A. Cumming, ~ Second Vice-President, 
Canadian Manufacturers! 
Association; 
President, Union Carbide 
Canada Limited. 


J.A. Calder, - Past President, Canadian 


Manufacturers! Assoctation 


Vice-President, Imperial 
Tobacco Co, of Canada, Ltd 


W.H. Flynn, - Chairman Taxation Committe 
Canadian Manufacturers' 
Association; Ontario 
General Manager, Canadian 
Industries Limited. 
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1] APPEARANCES: (cont'd,) 


2 J.G. McDonald, - Chairman Committee on Sale 
and Excise Taxes, the 
3 Canadian Manufacturers! 
Association; The Hobart 
4 Manufacturing Company Ltd. 
5 Ribs Taylor, - Vice-President & Treasurer, 
The Steel Co. of Canada,Ltdi, 
6 
J.Graeme Watson, - President, E. & S. Currie 
7 Limited. 
8 S.E. Ewens, - Imperial O11 Limited, 
J.C. Whitelaw, - Executive Vice-President & 


General Manager, Canadian 
Manufacturers! Association, 


R. Lang, - Manager, Tariff Department, 
Canadian Manufacturers! 
Association, 


H.S. Shurtleff, - Legislation Department, 
. Canadian Manufacturers! 
Association, 


A.E. Jacques, - Canadian Manufacturers! 
Association, Ottawa. 


H.D. Potter, ~- Canadian Manufacturers! 
Association, Toronto, 
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1 MR. POLLOCK: Mr. Chairman and Members of the 

2\| Royal Commission on Taxation, on behalf of the Canadian 
3] Manufacturers! Association our delegation appreciates 

4 the opportunity of being here, and we would like to say 
5| how pleased we are to have the pleasure of making a 

6 submission to you covering the study and research which 
you are making into taxation. 

The Association is pleased that a Royal 
Commission has been appointed to study and make, recom- 
mendations on Canadian taxation. A study and investiga- 
tion such as you will be carrying out has never before 
been made in Canada, and in our opinion this important 
task has been entrusted to capable and qualified hands. 
We feel that your studies and recommendations are both 
of great moment, and of tremendous proportions. The 
recommendations will constitute a landmark in the 
history of Canadian taxation. They should give rise to 
many beneficial changes in taxation laws and practices, 
thereby contributing much to the growth of Canadian 
industries and the prosperity and development of the 
Canadian economy. 

Your Commission has asked us to appear before it 
on two occasions. Today is our first appearance, and 
we have been asked not to present our formal recommenda- 
tions on taxation, but to direct our attention to the 
activities of the Commission itself. Accordingly, in 
our representations which you have in your hands we 
have cited a number of matters which we feel in the 
interest of industry and the national economy should 


be investigated. We don't, however, wish you to infer 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 4 
TORONTO, ONTARIO 17k 


that when we suggest a topic for study we are thereby 
advocating any particular change in taxation. Generally 
speaking, we are bringing to your attention matters of 
concern or interest to manufacturers, which require 
study in order to bring to light advantages and dis- 
OY and to reveal implications which may not be 
at first apparent. 

Our detailed recommendations on Gayetion will be 
presented in our formal submission later this year. 
While we have already discussed and given some considera- 
tion to many of the matters to be included in this 
second submission, we have not as yet formulated our 
recommendations on needed tax changes. We have, -however, 
given much attention to the task of your Commission, 
and are very happy to discuss your program of study and 
research with you today. 

Now it is my pleasure at this moment to introduce 
to you the members of our delegation. 

(Introduces members of delegation as listed in 

appearances. ) 

Mr. Chairman, with your permission I would like 
to now call on Mr. W. H. Flynn, who is as I said the 
Chairman of our Taxation Committee, and he will review 
some of the highlights of our submission. 

We will be glad to answer your questions, and 
Mr. Flynn will act as the co-ordinator of our delega- 
tion. 


Thank you, Mr. Chairman. 
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1 THE CHAIRMAN: Thank you very much, Mr. Pollock. 
2 Before Mr. Flynn starts I would like to greet 


3] you and say how pleased we are that you are with us. 

4] This small Commission is a little overwhelmed, and I am 
5| sorry the room is a little overcrowded even, but not 

6 only are you here in quantity, but the quality of what 
7/ you have put before us is extremely high. I 

8 don't feel sure that I wouldn't feel a little more at 

9] home if I were down there, rather than being up here. 
10 I am certainly not used to this spot as yet. 

11 We are at the present time merely experimenting. 
12| The three sessions that we have held so far have been 
13 conducted quite informally, and we are anxious to con- 
14] tinue in the informal way, but at the outset I indicated 
15 that we were supported by Mr. Stewart, our Legal Adviser, 
16] who would serve as Counsel as and when we might ask him 
17|| to do so. We thought that your submission to us was of 
18|| such weight and significance that it would be very 

19| useful to exercise Mr. Stewart's talents at this time, 
20| and to try him out. So we have got him into gear, and 
a1 if you don't object, and I am sure you won't, we are 

22| going to ask Mr. Stewart to lead our questions, which 
23] does not mean for one second that that in any way keeps 
gal the rest of us from Soining in: It wild be’! a full 
25|| chorus. 

26 Mr. Flynn, do you wish to make a statement? 
27 MR. FLYNN: Yes, thank you, Mr. Chairman. 
28 Mr. Chairman, inasmuch as our submission has been in 

29 your hands since late in February, I feel it would be 


30 wasting the Commission's time to review in any detail 
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1 its contents. 

2 However, I would like to emphasize that in 

3] accordance with the directive we received from you in 

4] inviting us to make a preliminary submission, we have 

5|| confined ourselves to raising issues rather than trying 
6| to settle them, or even to making any recommendations 

7 thereon. 

8 Generally we have suggested that the entire 

9] tax structure should be examined to determine its effect 
10| on the operation of the national economy, on the conduct 
11| of business and the organization of industry. This is 
12 followed by more detailed suggestions relating to the 

13 distribution of the burden of taxes among taxpayers, 

14 the effect of the tax system on RE TEN living 

15 standards and SO forth, the growth of anomalies or 

16 inequities that have grown up over. the years and the 

17 effects of income, sales and excise taxes and estate 

18) Guties on income and investment flows. We also feel 

19 that it would be desirable to determine what changes if 
20 any should be made 7 the tax laws to encourage Canadian 
21 ownership of Canadian industry without discouraging 

22 the flow of investment funds into Canada. Income taxes 
23 and sales taxes, we have suggested, should be examined 
24 in considerably more detail, as well as the estate 

25 tax act. 

26 With that brief outline, Mr. Chairman, the 
27 members of this delegation will be glad to try to 

28 answer your questions as best we can, bearing in 

29 mind that no definite views or recommendations have as 


30 yet been formulated by our Association. 
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THE CHAIRMAN: Thank you very much, Mr. Flynn. 
Questions will be directed solely to a better understand- 
ing of what you have already put forth. We are not 
seeking at this time to arrive at conclusions leading to 
our report. Where you have made statements we may ask 
v0 questions about the statements for our better under- 
standing, as I said, but it will be so restricted. 

Mr. Stewart, would you care to proceed? 

MR. STEWART: Mr. Chairman, I wonder if it would 
be best for me to direct these questions in the first 
instance to Mr. Flynn, or to some other person than Mr. 
Flynn if you wish to suggest someone else? 

MR. FLYNN: No, I think not. 

MR. STEWART: Well, gentlemen, all Canadians 
of course know about the Canadian Manufacturers' 
Association, and in the first couple of pages of this 
submission you have made you have given us a good deal 
of information about the membership of the Association. 
I wonder, however, if for our assistance you could answer 
a preliminary question, which is this. 

When you are determining eligibility for member- 
ship in the Canadian Manufacturers! Association, how do 
you define manufacturing? 

MR. WHITELAW: Mr. Stewart, the qualifications 
for membership in the C.M.A. are based on the fact that 
there are a minimum of five people employed in the 
processing end of the applicant's business, and engaged 
in manufacturing or further processing. In other words, 
our membership is exclusively confined to the manufac- 


turers of Canada. 
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MR. STEWART: Now, gentlemen, I would like to 
deal with a number of points that you make in this sub- 
mission. I think perhaps the most convenient method is 
to start at the beginning and deal with the submission 
more or less in the order in which you have dealt with 
these points. 

I would first like to refer to paragraph 38, 
which appears on page 3. It is clear from that page, 
and from other portions of your submission, that the 
Association is concerned about the high levels of | 
taxation and government expenditures in this country. 

In paragraph 8 you suggest that in the Commission's terms 
of reference there is an important and serious limitation 
on its powers because of the fact that its right to make 
recommendations with regard to improvements in tax laws 
and the administration of tax laws is required, the 
recommendations are required, to be consistent with the 
maintenance of a sufficient flow of revenue. 

Now, I would just like to raise the question 
with you whether this is in fact a limitation, or a 
serious limitation, on the powers of this Commission. 
Does that not simply mean that the Commission, when it 
is dealing with its terms of reference with the problem 
it faces, should be realistic in the formulation of its 
recommendations, having regard to the probable level of 
government expenditures? 

MR. FLYNN: Well, Mr. Stewart, there I think 
the real point we are trying to make is that the 
incentive to growth of the national product by taxes 


is constantly creeping up, and unless something is done 
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to erase that, no matter what you do with the 
rearrangement of the tax structure it is not going to 
help the regular progress there. 

MR. TAYLOR: Taxation to me, and I speak 
personally, is just a reflection of the way of a nation 
channelled through government. We are concerned about 
these collective expenditures, not only as anass, as 
a whole, but also by nature. What is the nature of the 
things which should be channelled that way? I think 
that is what we were directing our attention to, and 
feeling somewhat regretful that the Commission is not 
allowed, although I can see reasons why you can't do 
everything, to inquire into the fact of which taxation 
18. the. mirror: 

MR. STEWART: Yes, I see. So.that your basic 
point then is that you would like these expenditures to 
be peduced: . You think they are too high, and I think 
you Will, appreciate that as far as we are concerned we 
would be reluctant to admit that there was any limita- 
Gaonwnvour terms of: réference. in this regard. 

Now, you go on in paragraph 9 to suggest that 
the Commission should give careful and separate considera 
tion to each of the particular taxes which make up the 
Canadian tax system. Then you mention certain of those 
taxes in particular. 

May I take it, Mr. Flynn, that there was no 
thought there that we should not consider alternative 
taxes, in addition to the specific ones we have at the 
present time in, this country? 


MR, FLYNN: No, I think that is -- 
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MR. STEWART: I assume that must be so, because 
later on in the brief, in paragraph 63, you do suggest 
that we should have a look at some of the European 
taxes, commodity taxes, and so on? 

MR. FLYNN: ‘That is correct. We don't feel it 
should be confined to the present structure that we have 
grown up with. 

MR. STEWART: And so that you will see we are 
aware of this, perhaps I could suggest to you that if we 
are considering the tax system as a whole, and alterna- 
tive taxes, there seems something to be said for the 
proposition that we must consider quite a wide variety 
of subjects, which are not specifically referred to in 
your brief. We must consider perhaps the relative 
merits of particular taxes, the question if you like of 
the taxation mix that we have in the country at the 
present time, and what changes in the taxation mix might 
be advisable. We presumably must give some thought to 
what the objectives of a tax system for this country 
should be, and perhaps we must consider the relative 
extents to which fiscal policy, monetary policy, and 
government expenditures can be utilized to promote 
stability and growth, and national or governmental 
objectives generally. 

Now, would you agree that these are all matters 
which we are perhaps led to consider under our terms of 
reference?’ 

MR. FLYNN: I would think your case is 


admirably stated to the job you have ahead of you. 
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MR, STEWART: Might I ask one specific 
question in that regard? You refer at one or two potnts 
in the brief to the question of social security charges. 
Would you consider that the method of financing 
social security payments should be treated as part of 
the problem with which this Commission has to deal? 

MR, FLYNN: I think there, Mr, Stewart, some 
of the measures, old age security, and so on, definitely 
are part of that. Where you have so-called 
contributory measures, that would not come within the 
terms of your reference, and possibly the proposed 
portable pension plan in Ontario would not be regarded 
as part of the taxation structure, 

Mr, McDonald, would you care to elaborate on 
that at all? 

MR, McDONALD: Mr. Stewart, I might just add 
briefly that the members of the delegation did consider 
this question and attempted to come to a reasonable 
definition, and for this purpose I might say that we 
consider a tax which involves transfer payment elements 
to be a tax within the terms of reference; whereas any 
impost or level,compulsorily-imposed by statute, which 
is based upon a contributory foundation, would not be 
so described, ‘The old age security tax we think is 
obviously a tax which involves the element of transfer 
payment; family allowances are financed from the general 
revenue through taxes, One might say that the un- 
employment insurance fund has an element of taxation to 
it, and we would distinguish that type of expenditure, 


that type of direction of public revenues from 
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contributory plans where members of the public in effect 
are paying for the services they receive. 

THE CHAIRMAN: Would your position be that 
it is compulsory? 

MR. McDONAID: Yes, I presume that the 
Commission is not concerned in purely voluntary 
provisions as social benefits and you will deal with 
social benefits which are provided by social sanction, 
We do not believe that the contributions made under 
that statute are taxes, 

MR, FLYNN: I don't know about this, but 
it seems to me that you would need to consider within 
the realm of taxes anything where choice is taken away 
from the individual, anything that involves compulsion, 
where he cannot choose; it is a cotlective activity. 

I don't know whether that should be properly within the 
realm of taxes or not, It certainly does not leave him 
the freedom of choice, 

THE CHAIRMAN: That would be my feeling, 
but I don't think you and Mr, McDonald are together on 
that point, 

MR, McDONALD: I think we would agree to 
disagree on that. 

MR, STEWART: When you are using the term 
"contributory", are you thinking of it as between 
bso bs and employer or involving the government? 

MR, McDONAID: What I have in mind is a 
distinction between services which are financed out of 
the general revenue of the nation and services which 


are financed out of contributions made by the persons 
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who are to benefit from the contributions, 

MR, STEWART: You are thinking of those which 
are financed solely by employee or citizen contributions? 

MR, McDONALD: Social benefits which are 
not state supported, 

WR. STEWART: Now, on page 4 of the sub- 
mission, paragraph 10, we find a section, or the 
beginning of a section, which has to do with the effect 
of taxation upon the operation of the national econony, 
and it is quite clear from that section, from the 
submission as a whole, that you feel that a great deal 
of importance should be placed on the‘facilitating of 
national economic growth, In paragraph 10 you say, 
for examples: 

" It is of greatest importance to every 
Canadian that taxation should not impede the 
growth and operation of the national economy," 

I realize that this is perhaps a difficult 
matter, but are you suggesting here and in the submissio 
as a whole that economic growth is of paramount 
importance as far as social, general social and economic 
objectives are concerned? 

MR, FLYNN: Is that the question? 

MR, STEWART: That is the question, 

MR, FLYNN: I would say definitely yes, that 
economic growth and the provision of jobs is one of 
the -- well, is the most important of the problems ahead 
of us, To the extent that taxation inhibits economic 
growth, we should do something about it, 


IT have made a specific point here, and that i 
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1 that the economic growth depends on investment and 
BB~4 9|  investment.. depends on the return you can get on such 
3 investment; and taxes are the straw that breaks the 


camel's back, among many other factors -- I don't 


AS 


say it is the only factor, but it is very often the 


ta 


marginal factor which determines whether investment 
will be made or not, There is the stability of prices 
and level of employment, and so forth, but taxes 
definitely are a factor in there, They may not be, 

I don't think they can be the predominant ehind 

MR, TAYLOR: To me, economic growth is the 
postponement of consumption in order to have greater 
consumption later, and to the extent that taxation 
psn that from time to time, then it may impede the 
economic growth, It is very nebulous, and I am no 
economist, 

THE CHAIRMAN: Well, when Mr. Stewart put the 
question to you as to the important factor, I thought 
of economic stability, recognizing that stable economy 
is as important as economic growth, 

MR, CALDER: One thing we have to watch is 
our measurement of economic growth, and sometimes 
it is really.ja reflection of inflation and not! of 
economic growth, I think if you use it as true 
economic growth, it overcomes a lot of Spallation in your 
mind, 

MR, STEWART: ») I take it economic growth depend 
on a great many factors, You are suggesting that this 
Commission consider in what ways taxation can impede 


it or may impede it. No doubt you will be including 
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observations on that particular point in the brief 
which was put to the Commission, I take it that the 
point which you specifically raise in this regard in 
your brief we should treat as ane, thing not as an 
éxclusive indication of what you feel the effect of 
taxation on growth may be, 

Now, you have made it quite plain that you 
think that fiscal policy can have a detrimental effect 
on growth, Do you consider that if it is properly 
used it can stimulate, and I have in mind stimulation 
of growth not only generally but in particular 
industries and in particular regions of the country? 

Is this another matter on which you will be addressing 
Ee iscs to the Commission at a later stage? 

MR, FLYNN: Well, Mr. Stewart, in that 
particular area I think the Royal Commission on 
Banking has delved exclusively into that, and the results 
of their study will help to answer the questions you 
are raising. I don't feel we are competent to get 
into that field in the light of what went on in the 
Royal Commission on Banking. 

MR, STEWART: Well, I suppose something will 
turn here a wether when your final submission is made be- 
foré the final report of the Royal Commission on Banking. 

MR, FLYNN: That may be so, sir, 

MR, STEWART: At the bottom of page 4 you 
are dealing with the effect of taxation on the price 
structure, with particular reference to exports, and 


you raise a couple of questions, The first is this: 
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1 ” Where high costs tend to price 
BB-6 2 Canadian goods out of the market, how much of 
3 the cost is due to taxation?" 
4 And you indicate it is also important to know 


5 whether our taxes oncootaas or discourage the improve- 
6 ment of design and quality in Canadian goods and the 
7 manufacture of new products, 
8 Now, could I ask this, at the present time 
9 you have any evidence on these points, ‘and. I ask 
10 at the same time whether you would expect to be providin 
11 evidence on those points in your ultimate submission? 
12 MR. FLYNN: Well, I think, Mr. Stewart, that 
13 there are really two factors there, You are asking 
14 are taxes passed on in prices to the consumers, 
15 Mr. McDonald, would you like to comment on that, the 
16 first part of it? 
17 MR, McDONAID: If I could perhaps clarify 
18 the question, Mr. Stewart, in paragraph 11 in the brief 
19 the question is asked: 
20) Where high costs tend to price Canadian 
goods out of the market, how much of the cost 
is due to taxation?" 

Now, at a later point in the brief itself _ 
reference is made to the supposed incidence of 
Corporation Income Tax Act, and I would like to defer 
any comment until that point is reached, 

On this particular question in paragraph 11, 
I may say that this is an attempt to state what I might 


Say in other words in reference to Mr. Flynn's comments 


¥ 


on investment. If the owner of the business is Bei 


29 


30. 


ANGUS, STONEHOUSE & CO. LTO. 184. 
YORONTO, ONTARIO 


or a foreigner, then the choice tends to go elsewhere 
than Canada in terms of the manufacturing plant 
capacity, and to this extent taxes in Canada can be 

a cost when compared with alternative choices to those 
considering the location of the manufacturing plant .. 

MR, STEWART: And is what you have just 
said to be related to the last sentence of paragraph 
Lis 

: It is also important to know whether our taxes 
encourage or discourage the improvement of 
design and quality in Canadian goods and the 
manufacture of new products," 

MR. McDONAID: No, that is actually a 
separate thought; and I presume that the former govern- 
ment may have had some evidence that the scientific 
expenditures amendment may have had some result, 
Everything I have heard has indicated that this is the 
case, 

This is a subject which no doubt the 
Commission will wish to investigate, 

THE CHAIRMAN: Before you go on, Mr. Stewart, 
I am not sure that that answer of Mr. McDonald entirely 
satisfies your question as to whether our taxes en- 
courage or discourage the improvement of design and 
quality in Canadian goods and the manufacture of new 
products, He indicated that the amendment as to 
research expenditures has probably been successful, 
but does that end the matter, as to what might be the. 


tax encouragement or discouragement? 


MR, McDONALD: There again, as to the 
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definition of scientific research in the new 
regulations, to the extent that tax reliefs compare 
favourably with those in the United States and elsewhere, 
research expenditures have tended to be expanded, in 
Canadian affiliated corporations, The definition 

of research expenditure has been a matter of some 
comment in recent weeks, It is a fairly fresh 
regulation, I have not seen anything in the published 
Journals, but I understand it is intended to be 

strict; and to the extent that the administration of the 
scientific research expenditure allowance tends to be 
strict, that : suth.'. application defeats the 

purpose of the legislation, and I would ask the 
Commission to apply its mind to the spirit in which 


that legislation is to be applied, 
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MR. STEWART: Mr. Flynn, in paragraph 12 there 
is a sentence: which I would Jikerto read. It isthe 
second sentence in the ~wragraph, and I am not sure 
that I understand the point which you make. It reads 
this way: "For example, it is important to know 
ailetnex by reason of taxation the relationship between 
savings and consumption is distorted by undue encourage- 
ment of consumption with the result that there is 
inadequate capital formation". 

Now, is the point which is made there that, 
or the suggestion which is made there, that income tax 
levels at the moment are unduly high, and that the level 
of consumption taxes may be low, and that if income 
taxes are reduced the capital formation would increase? 

MR. FLYNN: That is a field we feel that the 
Commission should explore, in relation to, for instance, 
the proportion of income to the consumption tax in other 
countries, and we feel that it would be a fruitful 
source of inquiry for the Commission to determine just 
how we stand in Canada. Are we too high in proportion 
on income, and consequently too low on consumption? 

If you increase the consumption tax is it going to 


limit: production; or will it push it the other way? 


We don't know the answer to that, and we suggest that 


it should be looked into. 

MR. STEWART: Well, there is another underlying 
question, of course, and -I wonder if you would have any 
comments on this? How do. you suggest that the Commission 
might ascertain, first’ of all, whether the capital 


formatior an this -country isvarfectedy and secondly, 


ANGUS, STONEHOUSE & CO. LTD. 187 = 
TORONTO, ONTARIO 


cece 


2 income taxes were lowered? 

3 MR. FLYNN: You are asking -- 

4 MR. STEWART: If youhave any suggestions as to 
5 how we should go about hier inquiries? Let me put this 
to you, that perhaps an Association such as yours is in 
a position to make some inquiries of that sort which 
would assist the Commission? 

MR. FLYNN: I am not sure that we would be in 
any better position to produce any results, or certainly 
no better than the Commission itself could through the 
statistical and research facilities of the government, 
but, Mr. Ewens, have you any thoughts on that? 

MR. EWENS: No, not too many, but I suppose 
one area of research on this point would be an examina- 
tion of other countries, what the success, or lack of 
success has been there. 

MR. STEWART: Yes, but on this question of the 
effect of a reduction in income tax on capital forma- 
tion, this presumably depends very much on what the 
individual businessman would be likely to do in the 
future? 

MR. FLYNN: Have you any thoughts, Mr. Calder, 
or Mr. Watson, on this one? 

MR. WATSON: Mr. Stewart, I should think that 
it is worth while studying, just to find out just what 
truth there is in the assumption that capital formation | 
is one of the essentials in Canada. We seem to be 
depending a great deal on foreign capital, and the less 


we have to import of foreign capital, naturally something 


ec3 
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else is rectified there, but in the meantime there would 
be more capital at hand usually. How this could ever be 
statistically measured is something else, but I think 
this 1s a logical sequence of events which with lesser 
taxation there is more sat ie more capital formation, 
and more incentive, and more means for industry to 
expand. This is a sort of theoretical chain of cause 
and effect, and how to go about measuring it statisticall 
is quite something else. Possibly bankers and invest- 
ment dealers should shed some light on that particular 
chain of sequence, and see if, (a) it is valid, and 
(b) of what it consists. 

THE CHAIRMAN: May I ask one question at this 
point? I have been for sometime a little puzzled by 
the documentation, or justification for additional 
capital expenditure in Canada. When the States proposed 
to modify taxation in such a way as to encourage 
additional investment, they did so because they con- 
sidered that their plant was in some cases run down 
and obsolescent. Do we have a similar situation in 
this country? There is no merit in putting up more 
plant and machinery just to have more plant and 
machinery. It would have to increase the efficiency 
of our production. 

IT don't know if. there is..a.case for_1t or not. 
It may be that there is an excellent case. I don't 
know. Do you know if there is such evidence, or do you 
know where we can seek it? 

MR. CUMMING: Mr. Chairman and Mr. Stewart, I 


think we are bound to be a little bit in the realm of 
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theory here, and I can only speak as a manufacturer, 
but it would seem quite obvious to me in a good many 
cases were capital more readily available, or capital 
available at a lower cost, it would undoubtedly cause 
an appreciable expansion of production facilities in 
Canada. You can't just stop there, because in order 
to justify and encourage the investment in that field 
you also have to be able to project to the future, and 
visualize the incentive you would have profitwise to 

do that, and how competitive you would be in the various 
field, either internally or externally, in the country. 
It is my feeling that I think that a lower tax load on 
industry in Canada, by and large, would stimulate 
development of facilities, but I can't prove it. 

THE CHAIRMAN: The purpose of developing . 
facilities is to have more efficient production, 
because you are not talking about increased consumption. 
It must be, therefore, to produce our goods more 
efficiently and economically. Is that correct? 

MR. CUMMING: That is correct. So, by the 
same token you can expand your markets, not only 
internally, within the country, but also externally. 

COMMISSIONER GRANT: It seems to me that 
about five years ago, when the economy was riding high, 
shall we say, that there seemed to be quite a spate of 
new issues coming out by way of equity financing, and 
it does not appear that there has been any great amount 
of equity financing undertaken by some of the major 
industrial concerns in Canada in recent years. 


I wonder if the Manufacturers! Association would 
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direct their thinking to the reason why there has not 
been any great amount of equity financing in recent years 
if that is the case, not only in connection with equity 
financing, but also in connection with corporate bond 
issues. There has not ane it seems to me, any great 
amount. Is the water not warm? Is the climate not 
acceptable? When equity financing is attempted, very 
often it seems that it has to be accompanied by a so- 
called gimmick. Is that desirable from the point of 
view of expansion? 

Those are things which I think might be of 
help to us if some consideration could be given to them 
when the final submission is made. 

MR. TAYLOR: Mr. Chairman, if I might say a word 
There has been, of course, financing by corporations of 
expansion, by equity if you like, through retained 
earnings, which is essentially the same thing as issuing 
more stock, except that you do it without the tax that 
you have to pay to distribute the dividends, and without 
the necessity of having to go around asking everyone to 
give back their money to you. It is more efficient in 
one sense, I think.),.Of .course,.. the, well, known, profit 
squeeze and the fear of lower profits in the future, 
that is the dampening down of expectations, have done 
a lot in the last few years to restrict the exuberant 
growth that there was, in the fifties. . Of course, there 
are many other reasons. We are coming out of the war- 
time period, and so on. 

COMMISSIONER GRANT: You are referring to 


existing industries, aren't you? Where existing 
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industries are doing their financing? 

MRO TAYLOR? Or -course;) yes. 

COMMISSIONER GRANT: But not to new industry? 

MR. TAYLOR: Yes, although the second part of 
my remarks applies to new industries. 

THE CHAIRMAN: Are you suggesting that price 
openings ratios haven't shortened considerably? 

fit. Lees Lees 

THE CHAIRMAN: They are still satisfactory, 
are they not? 

MR. TAYLOR: Well, they have gone up. Now 
you have to accept thirty to one. They were twenty to 
one before. I remember times when the stock of the 
company I represent was eight to one, seven to one, 
ten to one. Now it is considerably higher. 

MR. STEWART: Well, gentlemen, if we could’ 
come back to paragraph 12 of the brief, there you refer 
to the fact that in some of the European countries the 
evidence is that a larger proportion of total tax 
revenues is derived from consumption taxes than is 
the case in this country. 

I put this to you. If these consumption taxes 
in some of these foreign countries are considerably 
higher than they are here, and if they do not apply to 
export sales, is there any evidence that you are aware 
of that this has increased the difficulties of Canadian 
secondary industry in competing with foreign products 
in the domestic, Canadian market? 

MR. McDONALD: This is a most difficult ques- 


tion to answer, Mr. Stewart. I will do my best. 
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Vey at 


1 Countries such as Denmark utilize special reliefs 

2|| which produce the effect of a lower corporate tax on 

3] profits, and at least one other country uses a different 
4] technique, with which you are familiar of course. In 

5 Sweden an equalization reserve deduction is permitted, 

6 which again has the effect of giving a lower corporate 

7] income tax. The effect of these deductions enables, 

8] to use the example with which we are interested here, 

g| a manufacturer to finance expansion more rapidly out of 


10| retained earnings. He pays less taxes as he goes along, 


11) and he has more cash with which to expand, increase his 


12 industry holdings, and expand his plant if he is a 


13 successful producer. The country in which that plant 
operates, however, has to have sufficient revenues to 
finance its governmental purposes, and because of the 
reduced taxes in the direct tax area there is a higher 
proportion of indirect taxation in the country. Now, 
the statement made in the brief is that it is important 
to know whether this emphasis on consumption taxes has 
contributed to the economic advances made in recent 
years in many European countries. It is not intended to 
ane by this statement that the imposition of high 
indirect taxation contributes to economic advance. 
Rather it is intended to say that reduced direct taxa- 
tion for selected areas, such as manufacturing itself, 
contributes to economic advance. If this alteration 

of the proportion produces a relatively higher burden 
of indirect taxation, then the latter would be the 
price paid for the economic expansion. 


MR. STEWART:. Yes. Well, Mr. McDonald, I was 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 193 \ 


merely asking a supplemental question, I think, arising 
out of paragraph 12. 

My question is, when you look at these European 
countries and their relatively high rates of consumption 
tax, if those taxes are remitted to exporters does it 
make it easier for these exporters to compete in a market 
such as the Canadian market? 

MR. McDONALD: Yes, I think the answer is 2 0 
In Canada Canadian exporters, under section 41, are 
helped to the extent that the tax in foreign countries 
is heavily on the side of indirect taxes. The emphasis 
on export sales would tend to favour the Canadian 
manufacturer when compared to this. 

MR. STEWART: Now, on page 6, under paragraph 
14, which has to do with the desirability of ensuring 
that foreign Investors will invest in Canada, and a 
somewhat similar point is made in paragraph 42, which 
appears on page 17 -- perhaps I could attempt to deal 
with both of those paragraphs together. 

Can you suggest what tax features, what 
features there are now in our Canadian tax system 
which are material from the point of view of attracting 
foreign investment? Are there factors which in your 
opinion are attractive, and factors which on the other 
hand are unattractive, or which might repel possible 
foreign investors? 

MR, EWENS: In a very limited area, that is 
the taxation associated with the industry that I am 
connected with, United States taxation does have a 


very direct impact on the desires of United States 
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corporations to do business in Canada, or any other 
country where the national resources seem to provide 

the opportunities that the United States corporations 

are interested in. I think there is no question that 

in certain areas United States taxpayers have in any 
particular industry benefits over their Canadian counter- 
parts. 

THE CHAIRMAN: For the record we might indicate 
that you are interested in the oil industry, Mr. Ewens? 

MR. EWENS: Right. 

MR. STEWART: Now, you only speak there from 
the point. of view of American taxation. If we wish to 
introduce a tax plan here in Canada which is attractive 
to the foreign investor, can you suggest particular 
types of tax provisions which should be kept in mind? 

MR. EWENS: I think we are suggesting that 
perhaps the Canadian tax system should be equal 
competitively with that of the United States, or other 
countries where the United States taxpayers are competing 
with us in Canada. 

MR. STEWART: .Are you considering here for 
instance the American corporate taxpayer which has a 
direct investment in Canada and carries on business 
here? 

MR. EWENS: Yes. 

MR. STEWART: And are you concerned now with 
the level of the tax on corporate income? Is your point 
that the Canadian level should not exceed the American 
level? 


MR. EWENS: In. effect, that ts right,. yes. 
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The American investor may have preferential tax pEAHne 
that in effect gives him a lower tax rate than his 
Canadian competitor. 

THE CHAIRMAN: One of the things you are think- 
ing of is the right to choose between percentage and 
cost depletion, I assume? 

MR. EWENS: ‘This is one of the things, yes. 

MR. STEWART: I notice, for example, that in 
paragraph 43 of the brief you say, and I am looking at 
the top of page 18, " --- withholding taxes should 
under no circumstances impose a penalty by being fixed 
at a level above the foreign recovery available to the 
foreign investor". 

Now, would that have this effect, that if we 
were to adopt that principle that Canada, as far as the 
rate of the withholding taxes is concerned, would. 
really be at the mercy of foreign governments? 

MR. McDONALD: Mr. Chairman, there is of 
course an element of Canada being at the mercy of a 
foreign power, to the extent that fiscal policy in 
Canada dictates that no tax disincentives be aimed at 
foreign investors in circumstances in which Canada 
has to give ground in exercising its tax power in order 
to avoid the imposition of such disincentives to 
foreign investors. To that extent, therefore, one 
might say that Canadian policy in the field of 
withholding taxes can be affected by what foreign 
governments do. The purpose of this particular state- 
ment is to draw attention to the fact that in view of 


the amendments of the internal revenue code of last fall, 
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grossing up provisions of the Revenue Act of 1962, that 
it is now no longer possible for U.S. parent corporations 
to arrange for a mix of foreign source income in order 


to arrive at an overall 52 per cent corporate tax rate. 
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And the imposition of withholding tax in some cases 

at the rate of 15 per cent produces an over-all rate of 
tax in excess - 52 per cent in the United States. To 
the extent that a. United States corporation; -- I 

am merely using the United States as an example -- 

has a free choice in its foreign investment policy so 
as to eliminate an investment tax which arises in this 
fashion, the Commission will consider whether that 

tax applies to Canada's detriment, 

According to all published nitahind of the 
Senate and House of Representatives, it indicates that 
the main consideration was with regard to the so-called 
tax deferral and the legislative amendments last fall 
to inhibit U.S, taxes on foreign-owned subsidiaries, 
and one of the reasons was that a United States 
corporation which has subsidiaries abroad can have - 
freedom from Canadian income tax, such earnings then 
being deployed around the world to other subsidiaries 
in the group, This is not possible under Canadian tax 
law. But in the field of manufacturing I understand 
in recommendations made in the sunlished reports of the 
treasury department Canada is not regarded as a tax 
haven and it is solely as to investment type income and 
foreign based tax sales income. 

So in answer to the specific question which 
you put, the most important section in the Canadian 
Income Tax Act with respect to United States policy is 
28 (1)(d), which includes tax where it is more than 
25 per cent owned, 


MR, STEWART: If we are in a position that 
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foreign tax credit laws of a particular country, let's 
call it country X, are such that a company which has a 
Canadian subsidiary cannot obtain relief in respect 

of Canadian taxes in respect of their subsidiary and 
Canadian withholding tax paid by the parent, I can 
quite see that from the point of view of attracting 
investment by country X in Canada the Canadian with- 
holding tax might be eliminated. But would that not, as 
I said earlier, be putting Canada at the mercy of 
company X as far as eit taxes are concerned? 

MR, McDONAID: Yes, Mr, Stewart; I think 
the answer must be yes. 

THE CHAIRMAN: Wel], I think you have got 
the answer to that, You are not suggesting that the 
government should impose a withholding tax? 

MR, McDONALD: No, I would not,Mr., Chairman, 
The policy in Jamaica is somewhat similar. This is 
really a problem in the same area. 

MR, STEWART: I am not quite sure whether the 
problems we have been discussing relate as far as 
you are concerned simply to a direct investment by 
foreign corporations in Canada or whether they also 
extend to portfolio investment by individuals, 

MR, McDONALD: Perhaps, sir, I might suggest 
to our Chairman, Mr. Flynn, that he select someone with 
a ere knowledge of economics than myself to answer 
this. My only comment would be that there are other 
factors than taxes which are perhaps more important in 
this area, one being the rate of yield on investments 


which has been traditionally higher in Canada than in 
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the United States, But I would ask your indulgence 
to excuse me from answering the question beyond that, 

MR, FLYNN: I don't think any of my 
colleagues here can do any better than that, Mr.Stewart, 

MR, STEWART: well, we are in the process 
of exploring these questions, and obviously we cannot 
complete the exploration today anyway. 

In paragraph 16 you deal with the effect 
of corporation taxes on conduct of business ,and you 
refer at the top of page 17 to the difference in the 
treatment for tax purposes of the interest on borrowed 
money and dividends which are paid to shareholders. 

You suggest at the end of the paragraph that the 
different treatment may have a harmful effect on the 
economy, and it may be in the public interest that 

the situation be improved by the lowering. ofi:ithe 
corporation tax rates. You suggest that the Commission 
investigate that question. When you talk about 
lowering the corporation tax rates there, are you 
thinking of the tax on undistributed income or the 

tax on distributed income? 

MR, FLYNN: That opens up a very wide field, 
but I think in this particular case we are thinking of 
general reduction in the corporation tax rates, When 
we get into the duplicate taxation of corporations, that 
is another field, but I think the present tax structure 
encourages debt financing rather than equity financing, 
inasmuch as interest paid by a corporation on its 
debt capital is allowed for tax purposes, whereas the 


return on equity is hakved approximately by the impact 
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of corporate taxes, To the extent that corporation 
taxes are lowered, that will improve the yield on 
equity, | 

MR, STEWART: You are not suggesting that 
dividends be accorded the same treatment? © 

MR, FLYNN: Well, the implication of that 
question is that there would be -- 

THE CHAIRMAN: You haven't put that suggestio 
forward, 

MR, FLYNN: That is not in this section, no, 

THE CHAIRMAN: I was interested in the fact 
that you think there is a great imbalance as between 
debt a0 equity apparently. I am curious about that, 
because since dividend credit came into effect, the 
proportion: of debt ; . financing has greatly 
diminished, and I am wondering if it is not reasonably 
in balance now. You don't know? 

MR, FLYNN: I am thinking more along these 
lines, that if a company is raising money and they have 
to maintain a dividend, say, a dollar a share a year, 
they have to earn two dollars to pay that one dollar 
out in dividends, and if they borrowed the money they 
only pay -- in effect, it costs them 50 cents, 

THE CHAIRMAN: But on the other side of that 
they are getting 12 to 15 times their earnings if they 
issue equity and they are getting a great deal less than 
that if they issue bonds? 

MR, FLYNN: Again we come to the question of 
shrinking margins, I think it is all part of one parcel 


It is very difficult to sort it all out. 
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1 THE CHAIRMAN: Yes, indeed, 

2 MR, FLYNN: But I still think that the 

3 present system does tend to encourage debt rather 

4 than equity financing. 

5 THE CHAIRMAN: Thank you, 

6 MR, STEWART: I notice that in paragraph 17 
7 you deal with one possible effect of high corporation 


8 income tax rates, and at the end of that paragraph you 


9] says 

10 It would be useful to know whether, 

11 and to what extent Canadian corporation income 
12 _ taxes operate to increase costs of production 
13 . by discouraging the efficient conduct of 

14 business," 

15 Now, this is obviously a matter that this 


16 Commission can think about, but can you give us any 

17 guidance as to how we should investigate that particular 
18 problem? Did you contemplate any investigation of it 

19 yourself? 

20 MR, FLYNN: I don't think we did contemplate 
21 it, and we hope that manufacturers will not take 

922\| advantage of this, But, unquestionably, we do feel 

23 that there is a possibility that a very high level of 

24| taxes does encourage possible extravagance in certain 


25|| areas, 


26 Mr. Calder, do you have anything to add to 
27 that? 
28 MR, CAIDER: Well, I think most of us are 


29 familiar with the situation which existed during the war 
39 | When profits were limited by excess profits tax, and 
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there is no doubt that at the same time I think a 
great deal of emphasis was put on production, So 
perhaps management put most of its efforts to obtaining 
the degree Of. productionrequired and realized within 
quite wide so irite that the cost of obtaining ‘that 
production didn't really matter because of the excess 
profits tax. That, of course, was a particular 
situation, but it did at least test the level at which 
this takes place, Now, to say that it also obtains 
to a certain degree with a 50 per cent tax is something 
I think one can almost assume just from experience, 
I doubt if it can always be proven, We would all have 
bor. go. the confessional to have all this brought out, 
But I think most of us agree that if the tax rate 
was 75 per cent there would be more of this; if it 
was 25 per cent there would be less, I am at a loss 
to say how effective it would be, 

THE CHAIRMAN: Salaries, I suppose, would 
be one thing; perhaps tend to make themselves a little 
more comfortable as to overhead, But do you think 
expense account living is a factor bh this country? I 
suppose oe Be 


MR, CALDER: Yes, that is correct, 
THE CHAIRMAN: I think we will break for ten 


minutes, 


--- Recess, -=— 
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MR. STEWART: I would like to go to page 8 of 
the submission, where you are dealing with the possible 
effect of corporation income taxes on the expansion of 
industry, and in order to determine just how strongly 
you feel on this particular point, may I ask if you 
#otitd be prepared to change the word "how", which 
appears in the second last line of that paragraph 18, 
to the word "whether"? In other words, are you 
perfectly clear that these corporation taxes are apply- 
ing a brake to the normal expansion of the Canadian 
economy, or is this comparison which you suggest one in 
which we may find out later they have that effect? 

MR. FLYNN: Well, Mr. Stewart, I don't think 
I would settle for changing the "how" to "whether", 
because I personally anyway feel that the -- and again 
I come back to this question, or this statement, that 
profits in manufacturing have been hdwved over the last 
ten years. Now, the result of that has been to, I am 
quite sure, but it would be difficult to prove it, 
inhibit the investment of risk capital in this country, 
and with returns of seven per cent, which I believe is 
the average in 1960 or 1961, a return on risk capital 
on equity in manufacturing, I think quite obviously if 
taxes have brought it down to that level, even in some 
measure, they are responsible for a restraint on 
industry, particularly in risk ventures. 

MR. CALDER: Well, I quite agree with the 
suggestion of changing "how" to "what", and I do feel 
that this 1s an area that the Commission will want to 


investigate. None of these things are easy to do, and 


ee 
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I think “the people presenting this brief to you today 
would be the first to suggest that this is not easy. 
But just because it is difficult, I don't think we can 
ignore the problem. To point out the degree, I think 
a little later on’ in the brief, in the next sections 
Ne give some for instances, and perhaps they may help 
in the question that you are raising, Mr. Stewart? 

THE CHAIRMAN: I think, Mr. Stewart, it might 
cE well to point out that one would need to look beyond 
tax laws in the countries in order to ascertain what the 
effect of tax laws has been in those countries. For 
example, those countries that have had considerable 
inflation have also had expansion, and that is no thanks 
to’ their tax laws. 

MR. STEWART: You go on to speak of the effect 
of taxation on the organization of industry. You deal 
with the taxation of co-operatives and with the taxation 
of companies which are owned by provinces and munici- 
palities. 

Might I ask whether, so far as you are aware, 


our present tax structure affects, or has affected, 


“business organization in this country in any other 


fields? The one thought which first comes possibly to 
mind is that taxation has something to do with the 
determination of the question of whether a particular 
business will be incorporated or not, but are there any 
other points here that occur to you at the moment that 
we should be thinking of in this connection? 

MR. EWENS: I think these two were the ones 


which occurred to us as being probably the most 
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significant ones where taxation did seem to have a 
noticeable influence on corporate activity. I suppose 
the low rate of taxation on the first $35,000 of 
corporate income has some effect. Perhaps the lack of 
privilege of filing ue imiees tax returns may have 
some influence here too, but I think essentially we were 
looking at areas where freedom from, or the intrusion of 
corporate income tax of a low rate had some influence. 
These really were Crown corporations and co-operatives. 

MR. STEWART: Then you go on on page 10 and 
deal with the distribution of burdens, and in paragraph 
24 you suggest that the Commission consider all cases 
of discrimination which are to be found in our present 
tax laws and determine, I take it, whether or not those 
discriminations are justified in existing circumstances, 
This presumably would mean that all incentives would 
have to be considered as well, because I suppose that 
something which is an incentive for one person may be a 
discrimination against another. 

Perhaps you could indicate to us whether as 
far as manufacturers are concerned there are any 
discriminations under the existing laws which we should 
have in mind? 

MR. EWENS: Well, I suppose you could look at 
a variety of things here. We could go back again to 
co-operatives. We could look at exemptions in connec- 
tion with commodity taxation, and perhaps these things 
could also be examined from the point of view of 
whether the situation is different today, where the 


exemptions appear at a corporate tax rate of about 
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the 50° per cent level, whereas at the time these 
commodities were introduced the corporate tax rate 
ae have been at a 15 per cent rate, or somewhat 
lower level. 

MR. STEWART: Are there any provisions in the 
present legislation which are in favour of manufacturers, 
which you think other taxpayers may take exception to? 

Mr. Chairman, we are now coming to a section of 
this brief which deals with commodity taxes. Would you 
Like "to goon with 2b? 

THE CHAIRMAN: Yes, I would like to ask a 
few questions on that. Not that I propose to go very 
deeply into it, despite the fact that I see'Mr. 

Martin Gorman in the room, but the Canadian 
Manufacturers' Association has always had a very real 
interest in commodity taxes, and I remember some years 
ago it was perhaps responsible for the appointment of a 
Committee to look at the subject, and certainly bore 
down very hard at that time on it. 

I would expect that the Association would come 
forward with some very detailed recommendations with 
petisees to sales tax. Would that»not be so; Mr. Flynn? 

MR. FLYNN: I think so in the full submission. 

THE CHAIRMAN: Good. Would you have any 
thoughts as to the level where sales tax is imposed? 
I’know that- you quote, you produce a reference from 
the Sales Tax Committee, indicating that after suitable 
preparation and explanation to the taxpayers of the 
basis of the change to a different level -- it might 


also of course be at the retail level. That was the 
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wholesale level at that time, and I hope you will 
consider, perhaps you have already, the desirability of 
a change in the level. At this time there are no 
restrictions imposed as to what we might recommend in 
that respect. 

Have you any thoughts on that? 

MR. FLYNN: That is under consideration at the 
present time. We have not come to any definite conclu- 
sion as yet. 

THE CHAIRMAN: And of course another matter of 
great importance is the extent of the sales tax base. 

I believe. there is a thought somewhere in the land that 
it might be considerably widened. I don't know what 
line that ought to take, but certainly one must consider 
certain services, I believe. I would have thought that 
the distinction between goods and some services is not 


a very valid distinction. Between goods and some other 


services it may be valid, but I am not at all sure where 


the line ought to be drawn. Like you, we have not yet 
really given consideration to it. 

MR. FLYNN: No, we have not as yet, Mr. 
Chairman, come to any conclusions on that area. We have 
suggested here that it is a-fruitful field for the 
Commission to look into. At this point we would not be 
prepared to make a recommendation. 


THE CHAIRMAN: Well, I would certainly hope 


that your Association will be prepared ultimately to 


come to a conclusion on this matter. It may be a diffi- 
cult one, for. you, but certainly it us. neversagoing. to) be 


without controversy. Someone has to conclude. Perhaps 
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that is up to us to say alone. Idn't know, but if 
that is the case, we would like to know the pros and 
cons, and certainly I would like to be so bold at that 
time to ask you what your choice would be. 

MR. FLYNN: When the time comes I think we 
will have views on it, Mr. Chairman. 

THE CHAIRMAN: I don't think, Mr. Stewart, I 
wish to pursue this subject beyond that. 

MR, STEWART: Perhaps we might go to page 16 
of the submission. We have already discussed your 
views as to the effects of corporation income taxes 
and other corporation taxes on the economy and our 
economic growth. Paragraph 38 of the submission deals 
with personal income taxes, and you say in the second 
sentence there that you feel that there are sound 
reasons for the opinion that the present rates of 
personal income taxes, particularly in the middle and 
higher brackets, discourage capital investment and 
economic growth. 

May I ask if this is another of these things 
which are more or less axiomatic, or whether you have 
Pee a et reasons, or evidence, which you could give 
us on that particular point? 

MR. FLYNN: Again, I don't think, Mr. Stewart, 
that we can give you any specific examples, but I 
think that it is almost’ an inbred feeling. 

Would you care to comment on that, Mr. Watson? 

MR. WATSON: That is paragraph 38 as it stands? 

MR. FLYNN: Yes. 


MR. WATSON: Well, I would be inclined to take 
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up your suggestion, Mr. Stewart, that the conclusions 

are reached by the axiomatic process. I would think 

that we all have our own personal experiences in 
business. I think that that one sentence there -- I 
know in my own personal SS Se knowing people who 
are young, capable chaps leaving Canada because of the 
high income tax structure, going to the States. I 

think it is a fairly obvious thing that the last sentence 
is a valid point. So often in the early days of income 
tax, and it still holds good, a man would say "Well, I 
am not concerned with what my tax is. What am I going 

to take home?" They are getting a little more used to 
taxes now perhaps, but I would say that it is an 
axiomatic conclusion. Whether it could ever be weighed 
and measured I wouldn't venture a guess. There is a 
feeling of -- naturally, of course, if they can get 
something besides an actual cash salary they will reach 
for that. It is a form of getting something for nothing, 
if you like. 

I am only trying to amplify from my own 
personal experience just what are these particular 
points, and how they apply. I don't know how it could 
ever be measured. 

MR. STEWART: I was interested, Mr. Watson, in 
your statement that you knew people who were leaving 
Canada, or disposed to leave Canada, for taxation 
reasons. That decision, of course, to emigrate is a 
very personal decision, and I would assume that the 


tax factor was only one of various factors which would 


be taken into account. 
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MR. WATSON: Oh yes, a contributing 
factor, 

MR, STEWART: Yes, but are people whose cases 
have come to your attention people who are going to 
countries where the tax rates are very much less than 
in Canada? 

MR, WATSON: Possibly. I think you have a 
point there, The impact of Canadian taxation on the 
smaller salary, perhaps, put it that way. But if our 
tax rates were lower it would compensate for that, 

It is a roundabout way of arriving at it but I think 
that. probably is a lesser factor, one of the lesser 
factors in the paragraph, I think it certainly creates 
what did bother the country for some time, the spiral 

of higher wages and higher income tak,. I know 

there are certain cases, I know them in my own plant 
where we had a lot of piecework and the girls will say, 
"Well, I make so much a week and now if I make more 

per week, if I have to work more" -~ they have it worked 
out at so much a piece or so much an hour and they get 
so much and they say, "Now if I make $70 a week I am 
really getting so much out of it, I am really working 
for so.much, but if I make $80, $90 or $100 a week I 

am really not making that much at all and my time per 
hour is not being paid much more than from before," 

That is actually in my own personal experience I run into 
these cases, These girls would rather not work any 
harder, they would rather not work any longer, ve 
think if you want to deal with personnel, that is all I 


ean say to that point. 
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COMMISSIONER WALLS: Would you favour a 
level percentage of income tax irrespective of wage 
scales rather than a progressive? 

MR, WATSON: That is a deep point, I would 
hate to be dogmatic about it but I am only pointing 
out what the impact is at the moment. It would take 
a lot of study to work that out and I do not know what 
the impact of that would be, 

THE CHAIRMAN: Well, if you remember -- 

I think Mr, Walls may have forgotten it -- the pattern 
of taxation dealt with in a paper by Kenneth Eaton some 
time ago which I think he worked out a flat tax of 

16 per cent as being equal to what we are now getting. 
However, in that 16 per cent he had no regard for 

for any persenal or marital deductions of any type 
whatever, If he had done that it would not have been 
16 per cent, it would have ween great deal more than 
16 per cent, perhaps as much as or nearly double that 
amount, It would have been a great deal more, 

MR, WATSON: I think it is safe to say 
from experience that it is this incentive in the in- 
dividual cases of lower income brackets. 

MR, FLYNN: I think Mr, Taylor would add 
something different, 

MR, TAYLOR: I would if I may treat it as 
the introduction of the post-war period of stock option 
plans and fringe benefits and things that have been 
developed in the States, We have seen people moving 
from Canada to the States for that kind of thing. 


There is a surge of people getting around to take 
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advantage of it and in that particular case it does mean 


investment in private enterprise, 

MR, FLYNN: Have you anything to add in this 
area, Mr. McDonald? 

MR, McDONALD: Only one observation, 

Mr. Chairman, There are, of course, many statistical 
sources of information in this area. If I were 
attempting to answer this question I think I would like 
to know what percentage of all shares in the capital 
stock of corporations are held by persons with incomes 
group 
above $10,000 a year; what economic/held most of the 
equity stocks of this country; to what extent does high 
progressive rates of taxation simply take funds away 
from Canada which would normally be those who would 
invest in equity growth stocks in this country. Ag 
think these are relevant factors to look into. 

The other inquiry I think I would undertake 
would be to look into the direction of institutional 
investment, investment by insurance companies, trust 
companies and so on and see to what extent the growth 
of capital formation in the private sector might or 
might not be inhibited by tax receipts applicable to 
such investments, There are really two subdivisions 
to the question; one, the personal, the inday Landy 
investor and the other is the institutional, 

THE CHAIRMAN: The institutional strikes me 
as being a perfectly reasonable suggestion. Looking 
into the personal one I would consider to be a great 
deal more difficult and I would be glad of any suggestions 


you may have, I happen to know an awful lot of shares 


ANGUS, STONEHOUSE & CO. LTO. 213 ‘ 
TORONTO, ONTARIO 


are registered in the names of nominees and it is not 
possible to form any idea whatsoever as to who holds 
them, One runs into that, of course, 

MR. McDONALD: There are some helpful figures 
in the United States where it can be determined what 
proportion of capital revenue comes from capital gain 
companies and what the economic group is which received 
most of the capital gain. By interpolating from these 
statistics I think a reliable assumption can be made 
that a very substantial portion of the.equity holdings 
are by the higher income groups, When we consider the 
question, the higher rate of tax, I hope we consider the 
effects of such tax on those responsible for private 
personal investment in equities, There are also some 
helpful statistics in our own publication, the annual 
taxation statistics, In this area, for instance, I 
believe in the last figures there are 2,000 persons 
indicated for 1961 out of almost 4 million taxpayers 
with incomes above $50,000, When one examines the 
marginal tax rates ini. the Income Tax Act one find a ve 
ansignificant number of taxpayers who are paying a rate 
above 50 per cent and the progressive rates above 
that level, therefore, do not make much sense in the 
case of some persons, These are things you may wish 
to look into, 

MR, EWENS: One brief comment in this area; 
the suggestion is made in this statement that Canadian 
rates may be high, I am sure the Commission are perhaps 
aware of the fact that in comparing Canada with other 


countries it is not €nough.to examine the rates and compare 
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them, for instance, Canada with the United States, 

It will also be necessary to look at the variety and 
differences of deductions available in the two 
countries which can have quite an effect on a person 

in any salary level, 

’ THE CHAIRMAN: Well, I think it was pointed 
out something like 20 per cent the base for personal 
taxation on income had disappeared or been eroded 

on personal exemptions whereas in Canada it would be 
very mach less than that, 

MR, STEWART: Could we pass to page 18 
where you deal with the question as to how tax laws 
can be formulated to encourage Canadian ownership of 
Canadian industry without discouraging the flow of 
investment funds into Canada? Now, we discussed 
briefly a short time ago the question of whether or 
not there are or might be any particular Canadian 
tax provisions which would attract foreign investors 
into Canada. If I may ask one or two other questions 
on foreign investment before we go on with what you 
say under this heading. As far as you know, are 
there particular reasons which have led foreign 
companies to come to Canada to establish operations 
here? Obviously over the years a great many people have 
come but is it easy to classify the reasons for their 
coming? Can you make any suggestions as to how the 
Commission should pursue that particular question? 

MR, FLYNN: Well, I assume, Mr, Chairman, 
the way you framed the question as to why people come, 


probably the most important reason is political stabilit 
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and the resources of the country and growth of the 
country. I do not know what period we are covering in 
that very general question, I presume you are leading 
up to wondering whether our tax laws have been 
beneficial to foreign investment, is that it? 

MR, STEWART: That was my next ae trou 
Let us take the post-war period. 

MR, FLYNN: How would you like to tackle 
that one, Mr, Ewens, because you are in an industry 
that has attracted a tremendous amount of foreign 
capital, 

MR, EWENS: I think it was attracted, in the 
first place, because of the presence of natural resource 
and stability of government, I do not think Canadian 
taxes,and certainly through the years the operation, 
would have infiuenced foreign capital to come to 
Canada with the United States tax permitting them to 
file consolidated returns claiming Canadian loss against 
otherwise taxable income in the United States, [In 
many cases the foreign operations would not be profitabl 
in Canada for a very considerable period of time so 
that Canadian taxes were probably farthest from their 
minds in the early stages of development 

MR, STEWART: That is in the particular 
industry? 

MR. EWENS: That is right. 

MR, FLYNN: Mr. Cumming? 

MR, CUMMING: I have perhaps two remarks, 

I would say in the light of the statements made over 


the past few years by many prominent Canadians, there 


has not been particularly a paucity of foreign 

capital coming into Canada. Some people feel there 
has been too much but I do not agree with this, I 
would say a great deal de abetad coming to Canada, 

in my experience from gtd particularly over the 

past few years is very, very patient capital, that is, 
capital that is coming over here not thinking about 
immediate return, It is different with American 
capital which looks to see something on the books at 
least the next year. IT have talked with a member of 

a large scale European industrial firm in the same type 
of business that I am in and he tells me they are not 
even looking at the return they are going to get from 
their capital for another 25 years, They are influenced 
by the political stability and so on, I would say 
our tax laws now may bear very little resemblance 

to those that may be in effect at the time these people 
are thinking of a return, I would find it hard to 
state that our existing tax laws lave served as a 
serious deterrent to foreign capital, 

MR, STEWART: Neither as a deterrent nor 


as an encouragement, 


MR, FLYNN: Can you add anything, Mr. Calder? 


MR, CALDER: No, E do notubelleve so. 

MR, STEWART: In paragraph 44 you make an 
interesting suggestion about the desirability of 
improvement in the tax credit for dividends as an 
incentive for encouraging Canadian ownership of 


Canadian industry, In paragraph 45 you say: 
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i Alternatively, the elimination of this 
double taxation on corporate earnings by a 
weaned or even complete elimination of the 
corporate on earnings distributed to the 
shareholders should be investigated by your 
Commission," ' 

Apparently this ORs aeatia of stimulating 
or suggested as a means of stimulating Canadian owner - 
ship and control of Canadian companies, I wonder 
if you could perhaps enlarge on that? I 2a not quite 
clear how that particular step would affect Canadian 
ownership of Canadian industry. 

MR. FLYNN: Well, Mr; Chairman, this is 

at best a highly controversial subject. I think one 

of the reasons for suggesting the elimination of 

double taxation to be looked into is that that would 
solve any of the problems of designated surplus and 
anticipated surplus and so on, I think Mr, McDonald 
could help me out in that area, It would simplify the 
whole tax structure and would, we believe, make it 
easier for Canadians to acquire Canadian companies 
rather than foreign companies acquiring them if you 
would designate surplus provisions and so on, We 
know there are ways of getting around it but it costs 
money and it is untidy. I think that was at the back 
of our minds to some extent, 

MR, McDONALD: Well, Mr. Chairman, as you 
know -- to take a hypothetical case, under present law 
if a taxpayer, an individual had $200,000 in shares of 


capital stock on which he received $10,000 a year in 
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dividends -~ we will make this a good company -- and 
had no other income, if he paid the 20 per cent he 
would pay $90 security tax and not a penny more, 
roughly, So the 20 per cent grade: in that hypothetica 
case eliminates the income tax. In the majority of 
cases concerning individuais the 20 per cent grade 
eliminates the income tax liability. It depends 
on the proportion of income from other sources that 
forms part of the total income, If I may express a 
personal view, I would say the complete elimination 
of tax on dividends received by domestic taxpayers 
for two reasons; firstly, because in my opinion the 
tax is very low and, secondly, corporate shareholders 
are entitled to receive dividends tax-free and it 
has become common practice for private individuais 
to join incorporated investment clubs in order to 
receive tax-free dividends, 

THE CHAIRMAN: That is Canadian corporations? 

MR, McDONAID: Yes, thease investment clubs 
must not be personal corporations, Generally I think 
the Act as it now stands does not recognize the 
realities of the situation, I would like to see that 
tax eliminated and I do not think the government loss 
would be noticeable. 

MR. STEWART: I have been wondering if 
this sentence was intended to apply to Something, to 
dividends to resident Canadian shareholders with a 
fairly narrow definition of what is Canadian, ex- 
cluding foreign control, 


MR, McDONALD: The suggestion is not to ensur 
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1 any relief from withholding tax, 

2 MR, STEWART: I think that is enough for 

3 my present purpose, There may be other problems if 

& dividends were paid by one Canadian resident company 

5 to another Canadian Haba GoE8 company Wi.th.. was the 

6 second company being subject to foreign control but 

7 this is a matter to be considered during the investi- 
8| gation. On page 19, paragraph 46 you refer to the 

9 desirability of achieving greater clarity, simplicity 
10 of effectiveness in the tax laws and their 

11 administration, This unquestionably is one that is 
12 difficult to answer but if we took as three objectives 
13] in tax legislation simplicity, clarity and equity, 

14 would you be prepared to rank those in order of 

15 importance? 

16 MR, FLYNN; I think we would reverse the 

DP order you quoted to equity, clarity and simplicity 

18 in that order, 

19 THE CHAIRMAN: Clarity would include 

20 certainty, would it? That word is usually thrown irto 


21 any discussion, 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


nw) 
De) 
2) 


MR. FLYNN: Certainty in tax matters, Mr. 
Chairman, I don't know that 1t would be possible to 
achieve that completely. 

MR. EWENS: Well, if it would be possible to 
do so, I think it would be desirable to combine both, 

THE CHAIRMAN: I think I stand corrected. 

I don't think certainty is measurable by degree. 

MR. STEWART: JI come to your reference to the 
substitution of administrative discretion by the rule 
of law, as it is called. Now, having had experience 
now for a number of years with the rule of law, in the 
Income Tax Act, in any event, could you comment on that 
experience and on the specific question whether you 
would now be prepared to accept some degree of adminis- 
trative, discretion in the legislation. if that. did bring 
about increased simplicity in the legislation? 

MR Om LYNNas lt: ber vernylhasd, Mr. Stewart, to 
answer that specifically, but I think the consensus 
would be that it is better to have the present rule of 
law rather than extend ministerial discretion. 
Ministerial discretion exists, what, im two or three 
sections, Mr. McDonald? 

MRie« McDONALD: « d think really there Le only 
one. left. 

MR. FLYNN: I don't think anyone would want 
to. go’ back toy the old system, althoughoit is part of 
the act. of ministerial discretion. 

MR. STEWART Thank. you... Now; Go go over. to 
page 20, I see in paragraph 49 you deal with the 


suggestion which has been made that tax measures may be 


OS 
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subjected to examination before they are actually 
enacted. I think in passing I would like simply to say 
that I am not sure that, again, the Cortssve soy would 
agree thatthe solution you suggest goes beyond its terms 
of \reference. 

Perhaps I.can put it to you this way, that if 

the 
the Commission is concerned with bulk of the fiscal 
system, it would be reasonable for it to deal with is 
mechanics of the effect of changes in the system from 
time to time. Now, that obviously is not a question 
but a comment, but if you have other comments on it, I 
am sure the Commission would appreciate it. 

MR. FLYNN: I don't think we have anything to 
comment other than what is here, Mr. Stewart. I think 
we are glad to know that you feel that that is within 
the terms of your reference, 

MR. STEWART: Now, in paragraph 50 you refer 
to one ofthe final points in the Order in Council, and 
you suggest that under that heading the Commission 
give careful consideration to provincial and municipal 
taxation, and you did deal with certain aspects of 
provincial and municipal taxation earlier in your 
briefs and L refer in’partieular to! paragraphs 30 to 
35. But could you perhaps give us some indication of 
what you think we ought to be doing along these lines, 
pan to, among other things, the existence of 
certain provincial taxation commissions? 

MR. McDONALD: Mr. Chairman, this is a more 
Significant area in view of the recent history in the 


area of federal-provincial tax-sharing arrangements, 
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and I am quite sure that you do not wish to hear any 
extended comment today on that subject. 

I would like merely to give one example, with 
reference to the suggestion thrown forward for discussion 
dealing with sales taxes, indirect taxes. The idea is 
oatendea that the Commission may wish to investigate 
the feasibility of a national sales tax at the wholesale 
level which would be federally administered under tax- 
sharing arrangements with the provinces. Any decision 
or recommendation in that direction certainly cannot be 
made without including provincial indirect taxes in 
your ‘studies, and, therefore, in that field alone a 
view of the provincial sales taxes is essential. 

I cite this merely as an example. 

THE CHAIRMAN: I assume you will, through your 
provincial organizations, keep in touch with evbaipbaas 
Royal Commissions where there are such. 

MR. FLYNN: Yes, Mr. Chairman, that. will be 
done. 

MR. STEWART: Now, could we come to the foot 
of page 20, to certain paragraphs which deal with 
corporation income taxes. In paragraph 53 on’ page 21 
you deal with the question of whether the burden of 
those taxes is shifted, and you suggest that it may 
take place under certain conditions but not under others. 
I don't know whether you wish to add anything to it at 
the moment. 

at 

From what has been said already this hearing 

and other sittings, it seems reasonably clear that the 


extent to which this tax can be shifted is somewhat 
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obscure, there is a dispute on the point, and it is 
obvious that there is no clear answer. 

MR. FLYNN: I think, Mr. Chairman, that is so, 
and I think it depends on the economic conditions of the 
time and it may vary in diccanent industries and it will 
vary in different business cycles. I think, as we 
mention here, in circumstances of under-utilization of 
capacity there will be an emphasis on switch at times; 
sometimes the taxes will be passed on to the consumer 
and again sometimes -- I think over the past ten years 
quite a bit has been absorbed by shareholders. 

Would you care to add anything, Mr. Cumming? 

MR. CUMMING: I don't think I can add anything 
more in that regard. 

THE CHAIRMAN: Mr. Stewart has asked if we, 
the Commission, are going to be able to state the 
degree of shifting and how much corporation taxes are 
borne by shareholders. There have been many attempts 
made on this, I don't think any with any satisfactory 
results. 

MR. FLYNN: I think it would be interesting if 
you could find an answer, Mr. Chairman. 

THE CHAIRMAN: Thank you. 

MR. STEWART: I think it would also be very 
helpful to the Commission if the Canadian Manufacturers'! 
Association could find an answer. 

MR. FLYNN: I am afraid that one is beyond us 
and it is obviously a very difficult question. 

THE CHAIRMAN: I wouldn't like to offer 


boldly that we are going to come out with a final 
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MR. FLYNN: I think various studies have been 
made in the States, with indecisive results. 

MR. STEWART: Would this follow, Mr. Flynn, 
that to the extent that corporation tax is shifted 
the double taxation of corporation income does not 
exist? 

MR. FLYNN: Of course, I can't accept the 
premise that it is always shifting. I don't think that 
that does completely answer, assuming you can push all 
the tax back. Mr. Ewens? 

MR. EWENS: I think offhand I would be 
inclined to agree with Mr. Stewart. 

MR. STEWART: These are offhand answers at 
the moment. 

THE CHAIRMAN: Of course, one might go on and 
say if it is shifting there is very Little’ justification 
for the dividend. 

MR. FLYNN: Yes, that would’ follow. 

MR. TAYLOR: Sometimes I believe a method of 
determining whether the tax has been shifted is to talk 
about. prices, ‘and if. the price) as increased -then one 
assumption would be that the tax has been shifted. 

That shouldn't) of “course, disregard inereases))in 
equity which are so much more difficult to measure 
than increases or changes in price. 

MR. STEWART: I observe at the end of paragraph 
53 you sugrest that corporation taxmight be altered, 

At that point, at any rate, you do not suggest or do 


not make a suggestion which has been made somewhere 
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that corporation income tax be eliminated altogether. 

MR. FLYNN: No, but that possibly should be 
considered within the suggestions we pave inde as to 
what might be done. We have not specifically mentioned 
that. 

MR. STEWART: In paragraph 54+ you deal with the 
existing Incentives, and you suggest that consideration 
might be given to the elimination of incentives with a 
corresponding reduction in corporation tax. In 
paragraph 55 you deal further with some of our existing 
Canadian incentives. 

Now, you suggest that these be carefully 
examined by the Commission. Again, have you any sugges- 
tions to make as to how we go about determining the 
effectiveness of these incentives and the extent to 
which they accomplish their stated purposes? 

MR. FLYNN: Well, Mr. Chairman, first of all, 
in using the word "incentive" we have included the 
four items which are really accelerated, additional 
capital cost allowances. It depends what you mean by 
incentive. Incentive in these four things is to get an 
interest-free loan repayable at some uncertain date in 
the future and at an unknown cost, and the reckoning 
day sometimes comes. Now, business has taken advantage 
of that; the day of reckoning may come. As long as the 
economy grows, I think that day is put off and off. 

But what we have in mind here is that there should be 
some assessment of the benefits of these so-called 
free loans opposite an outright reduction in taxes 


rather than these unknown items. And, furthermore, 


ANGUS, STONEHOUSE & CO, LTD. < 
TORONTO, ONTARIO 226 


that. consideration should be given to a definite and 
positive incentive, such as recently introduced research 
or investment allowances such as they have in the U.K., 
or possibly a reserve provision, I think, such as in 
Sweden. We feel that this whole area should be explored. 
| THE CHAIRMAN: Might I alibi question? Under 
the heading of the interest-free loan, you referred to 
it because of accelerated depreciation? 

MR. FLYNN: Right. 

THE CHAIRMAN: Would the general Canadian 
depreciation fit into that category? 

‘MR. FLYNN: Yes. 

THE CHAIRMAN: To the extent that they do that, 
of course, they reduce their taxes. That is the 
Canadian system, 

MR. FLYNN: Yes. 

THE CHAIRMAN: Would it be considered to be an 
incentive, do you believe? 

MR. FLYNN: I have tried, Mr. Chairman, when 
that was introduced, to know whether it was a measure of 
simplicity which was brought into the picture or whether 
there was a deep fiscal idea behind it, because 
actually the scheme is inflationary in good times and 
deflationary in bad times, and whether you are to 
regard that as an incentive or not, I don't know. 

It has got so involved now with others added on to the 
reducing balance method that I don't know how you really 
assess 1t.- 

THE CHAIRMAN: Of course, it would be really 


very unpopular to all taxpayers to reimpose the old 
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‘regulation of depreciation. 

MR. FLYNN: Yes. 

THE CHAIRMAN: On the ground that it should be 
kept to what the taxpayer uses to measure his own 
income. That would not be considered fair, I don't 
think. 

MR. FLYNN: I don't think it would be practical 
or fair. What might be done is to let taxpayers ar 
whatever depreciation they want and then the onus is 
on them. But at the present time the taxpayer has 
little choice but to take all he can for tax purposes. 

THE CHAIRMAN: Well, he had the right to take 
whatever he pleases, of course. 

MR. FLYNN: Yes, but it would put the onus on 
him to manage his affairs prudently so that he wouldn't 
take it all in one bite and then be subject to 100 per 
cent thereafter. I think it would give the taxpayer 
greater control over his business. 

These are just comments because we haven't 
discussed them at all in our committee. 

MR. STEWART: In this brief you, in effect, 
on page 23 suggest consideration should be given to the 
rates of depreciation. 

MR. FLYNN: Yes. 

MR. STEWART: Going back to the bottom of 
page 21, Mr. Flynn, you suggest the Commission might 
determine how effective these incentives are. I take 
it your Association does not have information which 
would permit you to tell us to what extent these 


incentives have been used. 
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MR. FLYNN: I don't think we have that 
information. 

MR. CUMMING: I would suggest in the case of 
two of the incentives, production, sales increase and 
the scientific research incentive, that I think 
individvaaly as manufacturers we will be able to come 
up with some statistical data in a reasonable time 
which will show how effective it is. Certainly the 
scientific research incentive has been, and I think 
the production incentive has been. 

THE CHAIRMAN: We want to know what the success 
has been, the cost to the government of these. Every 
time one gives an incentive in taxation there is a 
benefit to somebody and a2 penalty to somebody else. 
One takes the weight in money and one person gives it 
to the other person in taxes, and I think we should 
know, therefore, that these things are, in fact, 


justified and good to the economy. 
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MR, STEWART: Then, at the bottom of page 
23, paragraph 60 you suggest that consideration might 
be given to permitting an equalization reserve for 
manufacturing and processing businesses, You 
describe the general type of reserve, Now, can you 
tell us why you consider that a reserve of that sort 
should be permitted for this particular type of 
business rather than for business generally? 

MR, FLYNN: Except to this extent, the 
employment in this country is going to come from the 
manufacturing and processing. in the coming year, the 
added employment and I think that the other segment of 
the community which have incentives of various kinds, 
manufacturers of various kinds, 

MR, STEWART: You have also suggested we 
review all these pretty carefully and make sure they 
are justified, 

MR, FLYNN: Yes. 

MR, STEWART: Now, I would like to pass on 
to page 26 where you have a section on the Estate Tax 
Act, I would ask you one or two fairly general 
questions about the Estate Tax Act and death duties 
generally. The first question is extremely general; 
have you considered and would you be prepared at this 
stage to indicate what you think about the merit of 
death duties? 

MR, McDONALD: Well, Mr. Stewart, first of 
all the estate tax is federal, As the Commissioners kno 
it is not a large revenue producer, I think the federal 


estate tax provides between $50 million and $60 million a 
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year ina federal budget of some $6 billion, We are 
talking about petty cash relatively when we look at | 
estate taxes, 

The second point is that the estate tax 
falls unfairly, in many cases, because of rigidities 
in the system one of which requires the valuation 
-of an estate at the date of death, In this connection 
we would respectfully ask the Commission to give 
consideration to the alternative valuation date of 
six or twelve months ae death bo remove injustices 
in cases itn which the death of the particular share- 
holder of a family company in effect destroys much 
of the value of the family company. Additionally, 

Lt ee been set forth in the brief, the tax is pavabis 
very promptly after death under existing law and 

no adequate provision is made, in the Association's 
opinion, for the provision of security for unpaid tax 
in cases where liquidity is not available to the 
decedent, 

These are more or less specific points, 
With reference to your general question, what does 
the Association think about estate tax, I can only 
Bay that the Association has no opinion in answer to 
that question. Dr. Kenneth Eton, as you may recall, 
once described this Act as our capital gains tax and 
to a extent there is merit in imposing tax on capital 
at some stage in the life of an individual then there 
is merit in imposing an estate tax, There is some 
opinion in the Saree im Quebec and Ontario, that 


provincial succession duties are not a welcome part of 
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the tax structure, This, of course, is beyond the 
terms of reference of the Commission, I hope that 
is a satisfactory reply. 

MR, STEWART: Thank you very much, One of 
the questions, of course, which has received a great 
deal of publicity over the years and one to which you 
refer in your brief is the effect the. combined death 
dutiy/ Income tax squeeze can have on the ownership of 
a family business, Now, do you sonatas that this is 
still a serious problem in Canada? I suppose the 
number of businesses which is subject to family control 
may have decreased over the years partiy because of 
these taxation considerations and some have been taken 
over by other Canadian companies and some by foreign 
companies, As a practical matter is this a serious 
problem at the present time as far as you can tell? 

MR, FLYNN: Mr. Watson, would you care to 
answer? 

MR, WATSON: Well, again, it is a very 
difficult thing to get any measure of the seriousness 
of the problem, I think we have all heard of cases 
‘and seen some of them at pretty close hand where there 
has been distinct hardship. It seems to me two points 
arise: First of all, the point of equity which really 
applies in the case where there is an untimely death, 
A man may be in his forties and building something up, 
he is pretty well stretched out and with no liquid assets 
and he has a heart attack, On the other end of the 
spectrum is the case of a man in his seventies or 


eighties making provision for his death, He perhaps has 


232 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


no liquid assets worth mentioning but a very prosperous, 
well-run business so he decides to sell and getsa good 
price, Theré, of course, is no particular hardship 
involved but to the extent that companies in that 
category are bought up uy paopis outside of Canada, I 
would hazard a guess that it is one of the least 
desirable forms of capital because it does not make 
three blades of grass grow where one was before, That 

is a matter of opinion, 

Now, as to any means of putting this thing 
into figures and figuring out how broad a problem it is, 
I do not know just what channel the Commission intends 
to work through in cases of this kind. I should think 
if is Commission feel that the situation is worth 
tive st Lda ttvie they could approach trust companies on 
the question of estates, in confidence, or anonymously, 
just cases they have handled that led to these 
prdicaments and how they ended, Also banks possibly 
would know, I do not know whether any suggestion or 
that avenue of approach I am suggesting is outside the 
policy of the Commission, 

There are, of course, some possible 
alleviations that could be suggested or be looked into, 
I think what has occured to me is the question of time, 
that is, where circumstances say, if a man dies and 
his company is probably loaded with a bit of debt he 
has no liquid assets, his death is untimely or un- 
expected, then as Mr, McDonald ably pointed out, an 
interim of six months to two years should be allowed, 


A lot can happen to a small family business, >. There 
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could be a time factor introduced, if the succession 
duty could wait for a year or two years or, better 
still, if they could make this concession to the 
effect that the estates are non-liquid and they could 


take some sort of underlying security due in, say, 


five years for the amount of the valuation which they 


put on it. That is a suggestion that might be worth 
study and I think it is, Of course, it comes up 
here chiefly in the question of small family businesses 
but it could apply to anybody dying with on ee 
assets; 

COMMISSIONER GRANT: I would like to add 
a word to what Mr, Stewart has said by way of emphasis 
perhaps on this particular phase of the Estate Tax Act 
and sale of the small family business, That can 
happen not only after death but it can happen in 
contemplation, I cannot imagine that there would be 
any body presenting these views before the Commission 
that would be perhaps more concerned with this than 
the Canadian Manufacturers! Association so we may look 
to you gentlemen for further research into this 
matter developed along the lines as outiined by 
Mr, Watson, the iogaptavenson, SEX peheste ince tem There 
may be the.use:’ of life insurance in some form or 
another, There used to be a provision in some ofthe 
provincial Succession Duty Acts whereby you could take 
out a policy of life insurance and have it payable to 
the provincial treasurer, I know that we had that 
in the province of Nova Scotia but it was eventually 


eliminated, The present Estate Tax Act takes into 
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consideration the use of life insurance in providing 
liquid funds in that it permits the wife to insure 
the life of her husband and the proceeds are not part 
of the husband's estate should he predecease his wife, 
I would like to suggest chat this matter be given further 
consideration to see if there.is some proposal that 
could be presented that would alleviate the situation 
which mete ha when. a family business must be liquidated 
on a short notice and perhaps prevent, by the same 
token, a ie in contemplation. of death 

MR, FLYNN: We will take them up, 

THE CHAIRMAN: Yes, you suggest on balance 
that there is merit in a business remaining in the 
Pe Dae rather than being sold, I know of Phabeacka 
where it has been better in the other direction but 
there are all kinds of cases, 

MR, STEWART; I have no further questions, 
Mr. Chairman, 

THE CHAIRMAN: Have you anything else you 
would like to say, Mr. Flynn? 

MR, FLYNN: I do not think so, Mr. Cunming? 

THE CHAIRMAN: Before Mr. Cumming says 
anything I would like to straighten out one matter in 
the record, This is under the heading of "Errata" 
because I have made an error, so I am informed, The 
16 per cent I mentioned was based on a taxable income 
after deducting some personal exemptions as they were in 
1959. <I am very glad to know that because I was not 


aware of it before, 


HH-PM-hb 
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MR. FLYNN: I understood it was with no 
exemption. 

THE CHAIRMAN: That was my understanding but 
this comes from such a source that I must accept it. 

MR. CUMMING: Mr. Chairman, members of the 
ébiin tae POH id associates: On. behalf of the Canadian 
Manufacturers! Association I would like to say that we 
are very appreciative of the broad approach that is 
being taken to this present problem that you are 
studying. We appreciate having had the privilege of 
presenting this preliminary brief. I would say we are 
deeply gratified at the obvious, careful attention that 
you have given to us. I hope you have evoked something 
useful out of this afternoon because I am sure that the - 
Canadian Manufacturers' Association have. You have 
given us some suggestions for future study and when we 
submit a later brief I can assure you these will be 
given very careful consideration. May I thank you on 
behalf of my group for this privilege? 

THE CHAIRMAN: Thank you for your words 
indeed, Mr. Cumming, and thank you all very much for 
what you have done to assist this Commission this 
afternoon. You have certainly provoked us to greater 
thought, as I hope we have yourselves. There are many 
areas we have dealt with or with dnaieh we will have to 
deal which come squarely within the interests of your 
Association and certainly we will look forward to your 
further submission to us with the keenest anticipation. 
I do hope you will find it possible to co-operate 


before you come to see us because our staff is quite 
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prepared to work with the Association. Maybe there 
are certain tasks we might ask you to take on for us 
that remain to be negotiated, and I will not put them 
before you now. As things now stand we are indeed 
most appreciative for dues this afternoon. 

Mr. Bennett, is there anything else? 

THE SECRETARY: That is all this afternoon, 
Mr. Chairman. Tomorrow morning we assemble at 9:30, 
when Mr. Claude Jodoin and some of his officers of 
the Canadian Labour Congress will appear. 

‘THE CHAIRMAN: Very well, we will stand over 


until 9:30 tomorrow morning, 


---Ad journment. 
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TORONTO, ONTARIO Thursday 
April 18, 1963 


---On resuming at 9:30 a.m. 

THE CHAIRMAN: Good morning, gentlemen. We 
will now call the hearing to order, and we have today 
the Canadian Labour Congress. 

THE SECRETARY: Mr. Chairman, ladies and 
gentlemen, we have with us this morning Mr. Claude 
Jodoin, President of the Canadian Labour Congress, 
together with some of the Officers. He is going to 
present the brief and speak to it, and I will enter 
the brief of the Canadian Labour Congress into the 
record as Exhibit No. 7. 


--~EXHIBIT NO. 7: Submission of Canadian 
Labour Congress. 


SUBMISSTON OF CANADIAN LABOUR CONGRESS 


APPEARANCES: 
Claude Jodoin - President 
Donald MacDonald - Secretary-Treasurer 
Joseph Morris - Executive Vice-President 


Russell Bell - Acting Director of 
Research Department 


Abraham Andras - Director of Legislation 


THE CHAIRMAN: Mr. Jodoin, these are the 
Commissioners, and you will see our names before us here. 
Maybe you will introduce your group first. 

MR. JODOIN: Thank you, Mr. Chairman, and 
Members of the Royal Commission on Taxation. As 


indicated by the gentleman just preceding me, you have 
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1|| received the brief itself a while ago, and it is not 

2 our intention to read it to you. It would take more 

3] time than should be necessary. 

4 It is my pleasure this morning tec introduce 
5| to you what I please myself to call the Minister of 

6| Finance of our Parliament of Labour, the Secretary- 

7| Treasurer of our Congress, Donald MacDonald; on my 


gi right here is Joseph Morris, Executive Vice-President ; 


9] then next to him Abraham Andras, Director of 


10] Legislation; and on my left Russell Bell, Acting 

11| Director of our Research Department, whom I will now 

12| ask to resume in a sense the representations that we 

13 are making to your Royal Commission, which has terms of 
14) reference which we consider of major importance so far 
15|| aS our country is concerned. 


16 At the same time I am very grateful for the 


i17|| Opportunity your Royal Commission is giving us to make 


18|| Our representation to you in what we believe would be, 


I assure you, not only in the interests of organized 
labour as such, but in our estimation in the interests 


of the Canadian citizenry as a whole. 


So, having said this in the utmost degree of 
sincerity I could possess under the circumstances, sir 
and madam, I would ask Mr. Bell to take over at this 
stage. 

THE CHAIRMAN: Thank you, Mr. Jodoin. We 
are pleased with your expression of confidence in this 
Commission, and we are also pleased that you have come 
to this preliminary session. 


The quality of your preliminary brief is 
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certainly high, and it is an interesting one to us. 
It is our usual practice to ask the people who appear if 
they wish to say a few words. Usually they do, and then 
we interchange questions. 

If that suits you, Mr. Bell, would you care 
to proceed? 

MR. JODOIN: I am certain Mr. Beauvais has 
understood the comments that I have made, but -- 

(Speaks in the French language.) 

COMMISSIONER BEAUVAIS: (Speaks in the 
French language. ) 

MR. BELL: How would you like me to proceed, 
Mr. Chairman? Would it be preferable for the Members 
of the Commission to raise questions with regard to the 
submission? 

THE CHAIRMAN: If you have any statement to 
put in, or a summarization, we would be glad if you care 
to make it. Otherwise we will proceed right away to 


raise questions, and discussion can come about as a 


| result of the questions. 


Whichever suits you. 
MR. BELL: Yes, I think tht would be 


preferable. I think that whatever information we have 


| to offer here might well better be elicited by proceed- 


ing. 


THE CHAIRMAN: Very good. You will receive 


| questions, I might say, from any Commissioner. We sort 
| of have a mild departmentalization. I am not going to 


| say it is precise, because it is not. 


COMMISSIONER PERRY: Gentlemen, we were very 
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much interested in the basic proposition set forth at 
the outset of your brief, to the effect that government 
expenditures would be not only rising absolutely, but 
relatively in terms of gross national product in the 
future. You mention several specific areas in which you 
think this would be particularly true, education, urban 
redevelopment, social welfare and so on. 

Thinking ahead to your ultimate brief, I am 
sure that you will understand that we would appreciate 
any sort of elaboration you can give of these develop- 
ments. The quantities involved are quite important, 
and we will be brying to measure them ourselves of 
course, but you might particularly keep in mind the 
details of some of the individual areas that you 
discuss. Also, you might try and assess the effect 
that this kind eis change would have on the produc- 
tivity of the economy, and what sources of revenue 
should be exploited to provide the increased finances 
that are involved. 

However, there was one specific question 
that I wanted to put at this stage. It is a rather 
mild one. It is this - in your opening sentence you 


W 


say: -~--- the acceleration of public needs arising 


from modern scientific, technological and economic 
developments ...". 

Now, this is a rather sweeping statement. 
I wondered whether it was just a generalization, or 
whether you had in mind that the economy was coming 


into some new, very important phase, that there would 


be some major upheaval as the result of technological 
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development, or whether you simply feel that what is 
going on now is a result of these developments, and that 
they are going to continue in the future? 

MR. BELL: Perhaps I should elaborate along 
the lines that you indicated, Mr. Perry. I think ie 
the whole trend, not only here in Canada, but also in 
the United States and elsewhere, is towards more and 
more what we refer to in ourpeliminary submission here 
as an acceleration of public needs, or public wants. 
This is a trend that has been going on now, again not 
only in Canada, but in other countries too. That is why 
I specifically referred, for example, to the fact that, 
I wanted to be very definite about this, that in my own 
personal opinion it is inevitable that the public sector 
of the economy will increase relative to the gross 
national product, simply because there is this growing 
trend, a pretty rapidly increasing trend, towards goods 
and services, particularly services I should say, 
particularly services in the public sector of. the 
economy. 

Now, just in the way of a bit more elabora- 
tion, or background information on this, I think that 
one very important factor responsible for this is the 
fact that productivity in the private goods producing 
sector of the economy is rising, and has been rising 
pretty sharply, and that this is causing a sharp shift 
of emoloyment to the service industries, not only 
service industries in the public sector but also 
service industries in the private sector as well. 


A couple of simple figures to illustrate the 
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1 trend in Canada. In 1950 those employed in the goods 
2|| producing industries comprised 46.6 per cent of non- 
3| farm employment in Canada. Those employed in the 
4i|| service producing industries comprised 53.4 per cent 
of the non-farm employment in Canada. By 1960 the goods 
producing workers had declined, not absolutely, but 
relatively as a proportion of non-farm employment to 
39.7 per cent, which is a pretty sharp decline over a 
comparatively short period of ten years. Those employed 
in the service producing industries increased to 63.7 per 
cent. In other words, today approximately six out of 
ten employees in non-farm employment are now engaged in 
service. Only four out of ten, or slightly less than 
four, are engaged in the goods producing industries. 
Now, just to follow this up, it seems 
reasonable to assume that as we succeed in satisfying 
our so-called material wants, and satisfying them with 
fewer and fewer workers, and as our society becomes more 
and more highly advanced, then our needs for services, 
what I would call very important services, services such 
as educational, health, greater social security, and 
if I can use the term which has not always been 
accepted, the welfare state. The welfare state, as a 
matter of fact, is something that is becoming increasingly 
acceptable to most, whether they want it, whether they 
like it or not. Other services, such as intellectual, 
recreational, and so on, these are services that a more 
advanced society will undoubtedly want, and want more of 
them. This seems to be the consensus of social 


scientists in a number of countries now, in this country, 
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in the United States and Britain. More or less in the 
advanced industrial countries. 

At the same time it is becoming increasingly 
recognized, I think, that governments are going to 
have to provide more and more of these services. Now, 

I would just like to qualify that atatement by saying 
that it does not mean that all of these services will be 
provided for by governments alone. Certainly not. 
Private enterprise has been, and undoubtedly will 
continue to provide some of these services, but at the 
same time the very nature of the services requires more 
and more government provision. Now, it is precisely 
because of that fact that I think one can only come to 
the conclusion that the public sector of the economy 
will increase, not only absolutely, but also relatively 
to the gross national product. 

I don't know whether that fully satisfies 
the question in Mr. Perry's mind? 

COMMISSIONER PERRY: It is a very good state- 
ment in answer to my question. In other words, 
specifically you are thinking of the future implications 
of technological development as being roughly a continua- 
tion of the trends which are now in progress? 

MR. BELL: Precisely. I would just add one 
more factor, sir. Another matter for purposes of 
comparison. You certainly are very well aware of this, 
and that is if one takes the period of 1929, which was 
the last year before the Canadian economy went into a 
depression, the total expenditures of all governments 


in Canada, proportionate to the gross national product, 
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1 was about 15 per cent, whereas for 1961 this proportion 

2|| had increased to just about around 32 or 33 per cent. 

3] Now, it seems to me that this trend is going to continue. 
4 I wouldn't want to be put on the spot of having to 

5| forecast just what proportion the public sector is 


6| going to constitute of the gross national product, but 


7; I don't mind putting somebody else on the spot, a very 
g| Gistinguished professor in the United States, Professor 
g| Hansen of Harvard University, who has forecast that the 
10| public sector of the American economy will probably 

11) constitute in the years to come approximately 50 per 
cent of the gross national product. In other words, 

50 per cent of goods and services provided in the 
United States will be provided for by governments. 

Well, I don't think there is much point in 
wasting time debating the exact proportion, but neverthe- 
less I think that this is a pretty good indication, 
coming from a very distinguished economist, that this is 
to be the trend in the United States, and I have no 
doubt that this will also be the trend in Canada. 

Now, this is why I find certain statements 
made by very distinguished sources in Canada -- I think 
you had one here yesterday as a matter of fact -- I find 
it very difficult to accept their reasoning, namely 
that the amount of money being spent by governments is 
too high. It seems to me that this is going in the 
faceoff) facts. 

COMMISSIONER PERRY: I know there are a 
great variety of points of view of that. 


MR. JODOIN: That is the understatement 
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of the year. 

COMMISSIONER PERRY: I would like to suggest 
again that in your ultimate submission you do try to 
assess for us, as far as you can see it, what effect 
this development would have on the general productivity 
of the economy, and also this. other question as to how 
the additional revenue requirements can be financed. 

In other words, what specific kinds of tax changes 
would be possible, or desirable? 

MR. BELL: Could I answer the first question 
that you have put, the effect on the productivity? 


COMMISSIONER PERRY: If you wish. We are 


not looking for ultimate answers at this stage. 


MR. BELL: Perhaps I could say a few words 
on that aspect. I don't think that the trend towards 
an increase in the public sector of the economy is that 
important with regard to the effect on productivity. 

I think what is important is the fact that we are 
shifting more and more to service producing industries. 
That there is the very strong possibility that produc- 
tivity will decline. We know that the highest 
productivity industries, of course, have been the goods 
producing industries. Now, as the public sector grows, 
of course, and involves more and more emphasis on 
service producing industries, rather than goods produc- 
ing industries, then there is a possibility, a definite 
possibility, that our productivity, overall productivity, 
will decline. I think, however, that it is very impor- 
tant to bear in mind that while productivity may be 


declining in this area of the economy, that at the same 
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time productivity in the goods producing sector of the 
economy will be going up, and I would suspect pretty 
substantially, as a result of automation and other 
technological developments. So that consequently the 
overall rate of productivity may not decline nearly as 


much as some economists seem to think. 
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THE CHAIRMAN: There may be one or two 
questions arising out of this. 

There must be a point where the public sector 
has increased so that it becomes very hard to support 
taxation. AN clLarge portion of taxation comes from the 
private sector; I am not saying it all does, but a 
large portion. I suppose that the coneern of a good 
part of the community Ree Ne of taxation:.is their 
concern that it becomes such that it will eventually 
dry up the private sector. Do you think that such 
a point of view has any basis in reality? 

MR BELLS “lowouldolike to qiffernythere; 

Mr. Chairman, 

THE CHAIRMAN: It is not my concept. 

MR, BELL: This is a very popular concept, 
namely, that as the private enterprise base of the 
economy declines or as the public sector increases 
the actual tax base itself shrinks. Again, roof ocourse., 
I am indebted not to my own originality in this but to 
a very considerable volume of literature which has been 
produced on this subject, and the thinking now of more 
ane more economists today is that this is not a true 
concept at all. The reason that it is not a true 
concept is that it overlooks the fact that government 
investment expenditures are very similar to private 
business expenditures in that they create income and 
contribute to an expansion of the gross national product. 
I think that most economists would agree that government 
business investments have to be broken down into two 


kinds, two classes of expenditures in the same way that 


ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO 249 


private business expenditures are, For example, 

private business expenditures are known as two kinds, 
the utility-creating expenditures and the efficiency- 
creating expenditures, The utility-creating expenditures, 
of course, involves any business, it might involve the 
building of additional plants, whereas the efficiency- 
creating expenditures, investment kind of expenditures 
of this nature would involve improving the productive 
process, The same thing applies in a case of 
government expenditures, and I think that the tendency 
of some to draw a distinction between the two is not 
valid. Whether it is an investment in playgrounds 

or in swimming pools, things of that kind which most of 
us may not regard as particularly productive, neverthe- 
less, they are productive in that they do contribute 

to an expansion of income, 

On the other, the dd-aalaed efficiency kind 
of expenditures being made by government is now being 
increasingly recognized as being very important as the 
source of economic growth, and there has been very 
considerable work done on this, particularly by American 
economists, They have established, for example, that 
over a period of time, over a period of a number of years-- 
one period, for example, was from 1917 up until some 
recent year, I forget what year exactly -- they have 
established the fact that the average annual rate of 
increase in productivity has to a large extent been 
the result of this kind of efficiency expenditures made 
by governments, namely, in education,in health and the 


welfare of the workers,the whole idea being that if you 
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have a more highly skilled, more highly educated labour 
force, the effect of increasing productivity will be 
very much stronger. Professor Schultz in the United 
States claims that a considerable part of the increase 
in productivity has not been the result of investment 
in tangible capital or not even the result of labour 


investment but the result of intangible capital, 


So I think it is a great deal of simplificatio 


and misleading to draw this distinction, as some do, 
between the effect of government expenditures and the 
effect, on the other hand, of private business 


expenditures, 


COMMISSIONER GRANT: Mr. Bell, with the noted 


increase in trend towards the public sector and services 


which it admninisters, would you have any observations 
to make as to the manner in which those services may 

be carried out with a view to obtaining as high a degre 
of efficiency as we would like to see? 

MR, BELL: Yes. I think it is very difficu 
to be very specific on this, of course, because one 
would have to indicate the kind of services one has 
in mind, But J think that the kind of services which 
we are headed towards are the kind of services which 
will fall into two categories, one that can be success- 
fully administered or run by private business but an 
increasing proportion of services which cannot be as 
efficiently operated by private business as by govern- 
ment. This, of course, is precisely the reason why 
this whole matter of the increase in the public sector 


is so important, because if it wasn't for that reason, 
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if these services could be conducted just as efficiently 
by private business then, of course, the whole question 
of the increase of the public sector relative to the 
private sector wouldn't bother us at all, it would 

be a. purely academic issue There are many vocational 
services, educational services which play an extremely 
important part and will even play a greater part, 

and these can only be done on the part of governments. 

I don't think there is any issue on that, 

Now, in addition to that, there is the 
question of the training, retraining of members of the 
labour force to equip them with the necessary skills 
to meet the technological requirements, accelerated 


technological requirements, and this will to a very 


large extent fall on governments, These are the kinds 


of services, also recreational services, which are 
playing a larger part in the ere of the social 
scientists. Most of these will also fall under the 
category of a government or governments, these other 
things which most seem to think can best be undertaken 
by governments rather than by private business, 
COMMISSIONER GRANT: In the brief which you 
will be presenting at a later date, do you think that it 
would be a matter worthy of thought as to whether this 
money which will be spent by governments should be spent 
by way of government grants in the majority or under 
direct government administration? Now, I realize that 
you cannot draw a definite line, but I would like to thin 
that you could submit YS some information as to how this 


might balance, 
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MR, BELL: Surely. I think possibly there 
that I may have created the wrong impression, I 
don't mean that services provided by governments will 
necessarily be created by governments; in most cases 
they will not. Governments now are providing a number 
of services, but they are not responsible for the 
creation of the services. Governments now are providing 
a lot of goods, but in most cases goods are not being 
created by governments but by private enterprises. 

Most of the services will still be created by private 
undertakings but will be provided by governments, 
through government finances, This is the crucial 
question in this whole situation, 

COMMISSIONER PERRY: Mr. Bell, I might put 
this proposition to you, Your point of view seems 
to be more that of a sociologist or a historian who is 
looking at this as an inevitable future develop-~ 
ment rather than that of an economist who might 
argue that this is the sort of thing that has to be 
done with a view to economic growth, 

MR, BELL: No, as a matter of fact, the 
second point is extremely valid. As a matter of fact, 
I think the second point is even more valid in our 
thinking, certainly in the short run, because it will 
certainly have to be through the expansion of services 
that we will find necessary employment outlets, These 
outlets will not be found in the goods-producing sector 
of the economy, Already, as a matter of fact, we don't 
have to look to the future, we only have to look behind 


us, Fewer and fewer workers have been producing more 
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goods,in our manufacturing industries or in our 
industry as a whole and, consequently, if we are to 
provide employment for our fairly rapidly expanding 
labour force and also accommodate those who are being 
displaced for technological reasons in industry, it 
means they will have to find émployment, in. service 
industries, which has been taking piace at a fairly 
rapid rate over the past few years, but not at 
sufficiently a rapid rate, That is why we have un- 
employment today. 

THE CHAIRMAN: Of course, there are 
structural reasons, Certainly I think we are all 
aware of the shortages of available social workers, 
school teachers, nurses, perhaps, and the abundance 
of people in the less skilled categories. So that a 
pretty large proportion of unemployment results Pi 
people not being equipped eas on these tasks, 

MR. BELL: This plays a certain role, 

Mr, Chairman, but I don't think that structural reasons 
are the primary reasons for unemployment in Canada 
today. I am thoroughly convinced that the main reason 
is a lack of effective demand for goods and services 

in the economy. I am not contending for one moment 
that there would still not be a problem with regard to 
those who lack skilis, but I think if there were 

a substantial increase in the demand in the economy the 
unemployment which we have today and in the last few 
years would very rapidly vanish, 

THE CHAIRMAN: You make reference to corporate 


income tax, and we have one or two questions with regard 
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1 to that. 

2 COMMISSIONER BEAUVAIS: I have a couple of 
3 points, Mr. Bell, 

4 Yu say that you are concerned about the 
5| possibility that some corporations may shift a 

é considerable part of their tax obligations to consumers 
7| in the form of higher prices, In your opinion how 
8) is the Commission to determine the extent to which 

9 corporate income tax is passed on to the consumers 

10 by suppliers of goods and services? 

11 MR, BELL: As a matter of fact, this was 
12 the kind of question I was wanting to put to the 


13 | Commission itself, 


14 COMMISSIONER BEAUVAIS: But you have no 

15 suggestions to make, 

16 MR, BELL: I am not an expert on the powers 
17 at the disposal of Royal Commissions, but it seems 

18 to me a Royal Commission, if I am not mistaken, does 


19 have the power to solicit this kind of information 


from companies, As a matter of fact, any suggestion 
I would have to make would be this: I would like to 
see the Royal Commission obtain such information, which, 
of course, would be obtained anonymously, from some 
corporations through the circulation of a questionnaire, 
I think very considerable information would be obtained 
this way. 

THE CHAIRMAN: That is a very interesting 
point, whether or not one could produce questions which 
would produce the kind of answers which would be useful, 


and we would hope that you might have some views on that, 
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We can, of course, ask the question as to the extent 
to which the price of goods would change with the 
alteration of the tax rate, woteae gee change your 
dividend practices if taxes were altered, and so on? 
Do you think those kinds of questions would be helpful 
to us? 

MR, BELL: It would require a very con- 
Siderable drafting of quertions, but I am sure you are 
quite capable of doing it. 

COMMISSIONER PERRY: May I ask what assumpt- 
ions as to incidence are made to support the statement 
that the cc »’porate tax becomes a regressive sales tax? 
This seems to imply some assumptions, Why doesntt 
it simply become a proportionate sales tax? Why a 
regressive sales tax? 

MR. BELL: Well, I think what we had in 
mind here was that if corporations are able to pass off 
to consumers their tax burden or a considerable part of 
their tax burden they do so in a very indiscriminate 
way, very different, as a matter of fact, from the 
administration of the present general sales tax. The 
sales tax is certainly not regrdssive, nearly as 
regressive Pe simply because the law governing 
the sales tax makes definite exemptions, But in the 
case of corporations which are in a position to pass off 
their debt or, rather, their tax obligations to con- 
sumers, there is no way of regulating how this is going 


to fall on to consumers, 


COMMISSIONER PERRY: It does involve 


assumptions on elasticity of demand for consumer goods, 
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I don't want to press you on this, but I think it is 
clear that you have made some assumptions as to the 
incidence of the corporate tax, 

MR, BELL: And to the extent that it can be 
passed off. It may not in its entirety be passed off 
to consumers; it may be passed off to some extent to 
employees as well, It would be very interesting to 
know about this distribution as between investors 
and shareholders on the one hand and employees on the 
other hand, That may be a very difficult question, 

THE CHAIRMAN: I think quite a few people 
have endeavoured to compute that. 

MR, BELL: Yes, 

COMMISSIONER BEAUVAIS: I would ask, Mr. Bell, 
in connection with the last paragraph in your brief 
on corporate income tax, where you say: 

i We are also interested in knowing 
whether the dividend tax credit has served 
another purpose for which it was ostensibly 
introduced, namely, to induce Canadians to 
invest in taxable Canadian coporations,." 

Again I would ask what are your suggestions? 
How do you suggest that the Commission find out the 
effect of that? 

MR. BELL: I don't think the Royal Commission 
could find this information out by the procedure which 
I suggested for the other matter, This, I think, could 
only be found out by the income tax authorities. 

COMMISSIONER BEAUVAIS: In many cases the 


shares are in the names of nominees, It is very 
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It is very hard to find out whether they are Canadians . 
and non-Canadians and so forth, 

MR. BELL: Is there not a possibility that 
a question could be drafted in the tax forms which 
go out to Canadians for the purpose of eliciting 
ififormation? I am not saying this would be a fool- 
proof method by any means, but it seems to me that 
this would be the most effective way of ascertaining 
information, 

COMMISSIONER BEAUVAIS: Don't you think that 
dividend credit tends to increase the desire to buy 
Canadian shares? 

MR, BELL: I have seen this denied by 
certain economists, I don't know the reason for denying 
it, I think the 20 per cent tax credit, which I 
think 1s a very generous one, would certainly induce 
Canadians to invest in Canadian baxxpaytiig corporations, 


but there will be other factozs which outweigh this, 
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COMMISSIONER BEAUVAIS: But don't you think 
that if the dividend tax credit is increased it will 
decrease to some extent the double taxation? 

MR. BELL: I am sorry, I did not understand 
you. 

COMMISSIONER BEAUVAIS: This 20 per cent tax 
credit decreases to some extent the effect of double 
taxation. 

MR. BELL: The point in my mind is that the 
question of double taxation is only an issue if corpora- 
tions cannot pass off the tax burden. Certainly to the 
extent that they passoff the tax burden then the ques- 
~ tion of double taxation certainly arises. 

COMMISSIONER BEAUVAIS: When you mention in 
your brief the possibility that some corporations 
may shift a considerable part of their obligations to 
consumers in those cases double taxation is decreased 
to the extent of the 20 per cent tax credit. 

MR. BELL: There is still another question 
as to whether the 20 per cent tax credit may not be too 
much on the generous side. I well recall when the 
diviceda tax credit was first introduced in 1949 and it 
was not 20 per cent at that time, it was 10 per cent. 
In 1953, for some reason or other known to the Minister 
of Finance, time increased it to 20 per cent. Now, 
whether it was necessary to double this at the time I 
was very doubtful about it and I am still doubtful. It 
seems to me to be a very generous credit to investors 
certainly by comparison with other countries. 


COMMISSIONER BEAUVAIS: My last question is, 
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are there other ways of encouraging Canadian ownership 
which should be investigated by the Commission? 

MR. BELL: I do not know. I think this is 
the kind of question which would more appropriately be 
put to the investors themselves. It seems to me that 
the tax credit as it now stands would be a very substan- 
tial inducement. I could not think of why it would be 
necessary to offer any other inducement. 

COMMISSIONER BEAUVAIS: Thank you. 

COMMISSIONER WALLS: Mr. Bell, I would Like | 
to jump into a question regarding personal income tax. 
Now, you have indicated a preference for the progressive 
_ rate of personal income tax and yet you also bring out 
one of the effects of the progressive rate, that it is 
a widely held view that the persons in high tax 
brackets are in the best position to shift the tax 
elsewhere. Now, the implications of that rumour could 
have quite an effect on any tax structure that may be 
established. Have you any means of substantiating 
that that is in effect correct or could you even suggest 
how the Commission could check as to how the people in 
that tax bracket can minimize or reduce the tax? 

MR. BELL: It has been a widely held 
assumption here and also in other countries, as a matter 
of fact, this has been a subject of very considerable 
discussion in the United States also recently with the 
high tax rates, comparatively high rates. The highest 
at the present time under our Act is 80 per cent, it 
runs from 11 per cent at the bottom to 80 per cent at 


the tep, and virtually no one pays these high tax rates. 
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1] In other words, there is a very corsiderable difference 

2) between such rates and the actual effective tax rate 

3] that Canadian taxpayers pay with the various exemotions 
4 and also with other dodges, if I could use that word. 

I do not mean to use this word in the sense that such 
dodges are illegal because they are not necessarily 
illegal at all. The fact is, though, that at least this 
is a widely assumed fact that the effective tax rate 
paid by any Canadian falls considerably short of the 

top tax rates set up in the Income Tax Act. 

Now, I think that if this is the case as it 
would appear to be the case I think that your Commission 
‘would be rendering a very great service if it would find 
out just how it was possible to plug these loopholes 
that exist that enable taxpayers to avoid rates set out. 
It may well be, as a matter of fact, that the tax rates 
at the higher income levels are too high to be effective. 
After all, there is no point in having high tax rates 
set out at 80 per cent if they are purely fictional; I 
would much prefer that some means be found for getting 
as much tax, income tax, as possible and avoiding finding 
some means or ways of eliminating tax burdens at these 
high rates. 

In other words, what I am primarily interested 
in is what is the effective tax rate? What the effective 
tax pate should be you could follow through and try to 
find a means of trying to collect that effective tax 
rate. 

COMMISSIONER WALLS: So your recommendation 


is rather that we should look into the machinery that is 
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available to people with high tax rates, cutting the 
maximum tax rate rather than lending a high tax rate 
to being misused, is that right? 

MR. BELL: Yes, primarily. 

COMMISSIONER WALLS: I am a little sceptical 
of these rumours because going to the other side of the 
economy I constantly hear where farmers do not pay their 
full taxes and I question some of these so-called rumours 

MR. BELL: I think it is just not in the 
category of a rumour, it is generally very widely 
assumed. As a matter of fact, the literature that 
exists on this subject here and in the United States 
would indicate that nobody even takes issue with this 
assumption. 

THE CHAIRMAN: Are you not drawing conclusions 
in Canada because of the United States? Certainly these 
statements have been made in the United States by fairly 
senior people, but I am not sure the statements have been 
made in regard to Canada. It may be, I do not know. 

MR. BELL: Well, the United States, of 
course, has received a lot of publicity on this matter 
recently because of the changes in their tax rates, 
what can be claimed as deductions and what cannot be 
claimed. That is why I refer to the United States. 

We have not done that here, but it seems to me that 
perhaps the time has come when we ourselves should 
follow the example set by the United States in this 
respect and find out if these widely held assumptions 


are correct. 
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THE CHAIRMAN: Perhaps so. Of course, I 
think you must remember that there may be more reason 
for this being said in the United States in view of 
their generous exemptions which it has recently been 
pointed out have in fact reduced the personal income 
tax payment by something like 10 per cent, whereas we 
do not have such exemptions in this country. I have no 
idea what the average reduction would be. 

MR. BELL: No, but at the same time we do 
have business expense accounts, for instance. We have 
other means of providing income to individuals, senior 
employees of corporations, through stock option deals 
-and so forth which are not subject to the income tax 
rates. Those are tie things that we have in mind and 
we think this would be a very profitable area to 
explore. 

COMMISSIONER PERRY: I do not question your 
motives here but are you speaking primarily out of a 
sense of inequity in making this proposition or 
because there is a substantial amount of revenue which 
is being lost to the treasury that could be recouped? 

MR. BELL: I think the matter of equity is 
_very important in this because obviously if people in 
our income brackets are able to avoid corresponding 
tax rates then obviously this makes the income tax 
less progressive than it would appear to be on the 
surface. That, I think, is extremely important. Also, 
and perhaps I have in mind again going back to our 
earlier discussion, and that is there is going to be 


a greater need for public revenues in order to finance 
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1| the things that the public seems to want. Consequently, 
2) if there are means of obtaining more revenue by plugging 


3|| these loopholes then I think this should be done. 


4 THE CHAIRMAN: We certainiy very much agree 
5] with you. Im fact, our instructions are to proceed to 
6| @Graw attention to any loopholes and so recommend. But, 
7 I think it should be noted in what you have to say that 


8] when one mentions 80 per cent on $400,000 and over, that 
9| is a marginal rate of tax and the rate of tax onthe 
full income would be about 67 per ceni:. If one goes 

to the 60 per cent on $60,000, the effective rate would 
be about 45 per cent. 

COMMISSIONER BEAUVAIS: But it applies to 
very few Canadians. 

THE CHAIRMAN: I would certainly think so 
from public figures that we have noted that there are 
not many Canadians with an income in excess of $100,000. 

COMMISSIONER BEAUVAIS: Five hundred or so, 

I think. Mr. Bell, I have another question which is 

not in your brief but I would like to have your opinion 
on it. To what extent does the present personal income 
tax system affect the individual's choice of occupation? 

MR. BELL: Well, this of course is very 
difficult to answer but I would think that, and I 
presume you have in mind the matter of incentive, how 
incentive could be affected by the income tax rates. 

I would think here again I have to lean on what has 
been written on the subject by other sources. There 
seems to be a fairly substantial consensus that present 


tax rates are not serving as a disincentive; there is 
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no evidence of this. What kind of evidence, for 
instance, could one look for? In our society everybody 
who has an opportunity really does want to Hote cnts 

I am absolutely convinced of. I do not think that -- 
well, certainly from what we know, I personally do not 
know and have never come across anybody else who has 
known anybody who has voluntarily refused to work 
simply because of the tax rate. There may be certain 
cases, undoubtedly there are certain cases of indivi- 
duals who perheps will not put forth an extra amount of 
effort simply because they feel that extra amount of 


effort is going to be drained away through taxes. I 


-would think these are marginal cases and certainly 


very much in the minority. 

COMMISSIONER BEAUVAIS: But has that a 
Significant effect on immigration, do you think? 

MR. BELL: No, I do not think so, for the 
simple reason that our tax rates are certainly no worse 
from that standpoint from the tax rates in the United 
States. As a matter of fact, they are less than in 
the United States. The top tax rate in the United 
stares is 91 per cent now, if I am not mistaken, which 
is about eleven percentage points higher than ours. 

COMMISSIONER BEAUVAIS: What about the 
European immigrants? 

MR. BELL: Coming from Europe to Canada? 

COMMISSIONER BEAUVAIS: Yes. 

MR. BELL: No, I would not think so either 
because the tax rates in the various western European 


countries are on the whole, as a matter of fact, somewhat 
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higher than ours. 

COMMISSIONER BEAUVAIS: Thank you. 

THE CHAIRMAN: Do you think that there are 
people seeking positions where the remuneration consists 
partly of gratuities, taxi drivers perhaps, who find 
because of the difficulty of policing that kind of 
income that those jobs are more attractive than those 
jobs which do not contain an element of gratuities? 

Have you observed anything in that area? 

MR. BELL: No, as a matter of fact I cannot - 
think of anybody who has ---this is no slight on taxicab 
drivers -- I cannot think of anybody who is sufficiently 
skilled and educated to take on a position at higher 
remuneration even though it is going to be subject to 
the income tax rates not taking on that position in 
preference to work such as a taxicab driver or a waiter 
or waitress in a restaurant simply because the gratui- 
ties they receive, while supposedly subject to income 
tax, to a point are not. 

THE CHAIRMAN: Thank you. 

COMMISSIONER MILNE: Mr. Bell, I was going 
to ask you, is there something under the present tax 
system affecting the employees! incentive to work? Now, 
I notice particularly when you were speaking to Mr. 
Beauvais that you covered this point in that you believe 
that this is possible, not just in marginal cases. 

Now, you will understand possibly through other channels 
this has come to our attention, it has been directed 


as such certainly, that is, not just as 


marginal cases. Do you think this is an area that the 
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1) Commission should devote some study to, that is, the 

z incentive to work? I think you said that you found 

3 that most people are willing to work and accept that 

4 opportunity when it is presented. Now, I think we are 


5) thinking rather pssibly of more than the opportunity to 


6| work,rather of working a little more. 


1 MR. BELL: Well, our labour force can be 

8 | broken into three categories: those who earn wages, 
those who earn salaries and those who earn dividends. 
They are the usual categories of whatever the labour 
11) force can be broken down into. As far as those who 

| receive wages are concerned, I do not think there is 
| any need for inquiring into the effect of taxes on 
14; their incentive to work, they either work or they are 


15 | just left out in the cold, they have no choice. 


16|| Certainly the tax factor is not even operative with 


17/ this large area of the labour force. Again, there may 
13) be marginal cases but I think again these marginal 

19 eases would be very, very few in number. As far as 

20'| those who are receiving salaries are concerned, if you 
21|| consider those in top positions, I do not think the tax 
22) factor there would be particularly operative either. 

23| There are many more things than income that motivate 


241} people in these positions. I think if you increased 


25 | taxes, for instance -- I am not suggesting this -- if 
you increased the tax rate on executives in corporations 
27 I do not think for one moment those executives are going 
28 || to do a less efficient job than they were doing before. 
29] After all, this is a matter of prestige and prestige 


30 can be very much more important than pecuniary returns. 
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almost taxed out of the picture completely would still 
continue as long as they could afford it. These people 
would still continue to do a job as good as possible 


because it is a matter of pride and prestige with them. 
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As far as people receiving dividends are concerned, 

I don't think that the tax is operative there either, 

In the first place, the other factors there are extremel 
more important, whether the investment that they make, 
and that they anticipate is going to yield them a good 
return, and, aS we were just discussing a moment ago, 
Canadian investors have the advantage of the 20 per 

cent dividend tax credit. 

I am not suggesting that the Commission should 
not make an inquiry into this area, but in my own 
personal opinion -- 

THE CHAIRMAN: One employer told us yesterday 
that the female employees computed very carefully 
the net margin of return that they got, and they found 
it very unattractive to work overtime, and I have known 
senior people who have certainly increased their 
holidays, because they have indicated that the marginal 
return to them was not such as to cause them to prefer 
to work rather than to take a holiday, What the 
impact of that is it is very difficult to know, but 


I just would like to say that the impact is of course 


‘there, 


COMMISSIONER PERRY: I think Mr, Bell would 
agree that we would not be fulfilling our terms of 
reference if we limited the studies of the personal 
income tax to its effect on executives. There are other 
elements of employment income which must be looked at, 

I am sure you are quite well aware that the range of 
fringe benefits available to all employees in industry 


which don't come into the tax seems to be increasing fro 
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year to year, that there are a few specific elements 
of related employment income, such as workmen's 
compensation and unemployment insurance, which are not 
now subject to tax. 

We have no views whatever on these things 
at the moment, but they must of course be examined. 
Would you care to express any opinion at this time on 
some of those matters? 

MR. BELL: I would like to refer your 
question, Mr. Perry, to Mr, Andras here, who is our 
social security specialist, and I think he could answer 
Lu, 

MR, ANDRAS: Well, my expertise is not 
the Income Tax Act. So far as I am aware, unemployment 
insurance benefits are not taxable. I would merely 
point out to you that this type of social security is 
a maintenance program, It is gt 4 relatively low ratio 
of benefit to previous earnings. At the present time 
a claimant with a dependent will receive approximately 


50 per cent of his earnings, This is based ona 


presumption of need. The Gill Committee has recommended 


a higher ratio of 60 per cent, but in any event we 
would argue that so low a ratio of benefit should not 
be burdened by a tax, which would obviously tend to 
reduce its effectiveness, 

COMMISSIONER PERRY: I am not suggesting 
that there are not good arguments, Unfortunately they 
might apply equally to a corporation executive living 
on deferred compensation, 


MR, ANDRAS: We have a different approach to 
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executives sir, 

COMMISSIONER PERRY: But these are areas 
which I say we must look at, and I think perhaps what 
is of more substance is the fairly massive benefits 
now that employees, and I include among those myself, 
receive from their employers through plans of one sort 
or another which do in effect supplant expenditures 
which the employee otherwise would have had to make 
out of taxable income, 


This sort of thing will have to be examined. 


mentioning, loopholes a few minutes ago, and one point 
you make on page 4 I am concerned about. You suggest 
that it would be worth while to determine to what extent 
stock options contribute to income tax evasion, Stock 
options are something which receive special tax 
treatment in the Act, it is clearly written into the 
Act, therefore I would doubt if that is what one 
generally thinks of in terms of a loophole even, but 
how can we connect stock options with evasion? 

MR, BELL: Yes, I was not thinking of this 
in terms of individuals being able to do this through a 
loophole in the Income Tax Act. What was in mind here 
was the fact that this is a way of giving a remuneration, 
income, to those who receive it without that income 
being subject to the income tax rates, Now, this is 
a very controversial matter, I admit, but it seems to me 
that income of this kind should be subject to the normal 
income tax rates and not have any special allowance 


THE CHAIRMAN: We were discussing, or 
made for it,as is the case now, 
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THE CHAIRMAN: Thank you very much, That 
straightens out the question in my mind, 

COMMISSIONER GRANT: Mr. Bell, I think that 
you would readily agree that there are two important 
factors in the economy to which the wage earner 
contributes to a large extent, and that is, I refer 
to the building up of savings within a country, and the 
consumption factor within the economy. 

Have you any particular thoughts on the 
impact of taxation as it would affect these two 
particular factors? 

MR, BELL: Well, at the present time invest- 
ment savings are to a very large extent, as you know, 
generated within corporations themselves, They are 
internally generated funds, consisting of their 
depreciation allowances and -- 

COMMISSIONER GRANT: I was referring to 
personal savings. 

MR, BELL: Although I think the corporate 
Savings are an extremely important factor in this 
picture of savings and consumption. As far as personal 
savings are concerned, this gets us back again to what 
you have been discussing, the various provisions in 
the Income Tax Act, dividend tax credits, and so forth, 
which generally help, or greatly assist those who do 
the so-called saving in this muntry. 

I don't think at the present time that one 
could say, for example, that any tax provisions are 
reducing the amount of savings to the point where it is 


having a detrimental effect on the economy, I would say, 
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as a matter of fact, at the present time, and I am 
speaking now only of the present time, that the very 
contrary is the case, That the consumption factor is 
the one that needs to be boosted, simply because we 
have so much unused industrial capacity, unemployment, 
and this is why as a matter of fact I think that the 
Income Tax Act itself should be changed, in order to 
make it a more effective instrument of fiscal policy 
than it is at present. I think that if certain changes 
were made in the Income Tax Act that it could increase 
consumption for example at the present time. In other 
words, it is the consumption factor which I think needs 
to be boosted. I don't think we have to worry very 
much, again I am speaking of the present time, on the 
savings side, 

THE CHAIRMAN: I wanted to ask whether 
Mr. Bell thought that consumption would be more 

readily affected by an adjustment of income tax than 
by an adjustment of government expenditure at the 
present time? 

MR, BELL: Well, I would think Mr, Chairman, 
perhaps I am trying to be rather dogmatic on this point, 
but I think that both is required now, both an increase 
in production by adjustment in income tax rates, 
particularly in the lower income brackets, because those 


have a tendency to spend a greater proportion of their 


income than those in higher brackets, for obvious reasons, 


But at the same time, again because of the fact that we 


do have very considerable unemployment, and considerable 


unused industrial capacity, I think that an increase in 
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government expenditures would also be warranted, 

THE CHAIRMAN: Which of the two do you think 
would be more effective, for the same amount of funds? 

MR, BELL: Well, I think the adjustment of 
the income tax rates would have an immediate effect, 
whereas an increase in government expenditures would 
have an effect over a longer period. 

COMMISSIONER PERRY: Unless it were done 
through family allowances, for example, which would have 
an immediate effect, 

COMMISSIONER WALLS: To follow up that 
question and your answer, I take it from this that 
in the Commission giving sudy to any changes in tax 
rates that you would recommend that greater emphasis 
be placed on income tax, as opposed to say sales tax? 

MR, BELL: You are thinking now, sir, in 
terms of raising government Pavenies are you? 

COMMISSIONER WALLS: That is correct, 

MR, BELL: I think that the whole question of 
commodity taxes is becoming more and more important. 

As a matter of fact, this is precisely why we are 


concerned with making the most important excise tax, 


the general sales tax, I should not say more progressive, 


but less regressive than it is, It seems to me that 


in order to finance the kind of public services which 
we were discussing a little while ago that greater and 


greater use is going to have to be made of commodity 


been developing in Canada, but also a trend that has bee 


taxes, Now, this is again not only a trend that has 
developing in the European countries, and also in the 
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United States. 
THE CHAIRMAN: Mr. Walls, I think we might 
break off now for about ten minutes. I hope you 
can give us a little more time after the break. We 
would like to go on to about noon if that would suit you. 


We stand adjourned. 
---Recess, 


THE CHAIRMAN: The hearing will now proceed. 
Mr, Walls, I believe you were going to continue with 
some questions? 

COMMISSIONER WALLS: Yes, I would like to 
continue one or two more questions with respect to sales 
tax. 

I was quite interested in your agreement 
that perhaps increased emphasis would be needed on 
commodity taxes, and in recent studies in the United 
States they have been able to show that with appropriate 
exemptions that their sales taxes cannot be considered 
as regressive, Now, that is why I am wondering how 
you arrive at the fact that our Canadian sales tax, 
with the very heavy amount of exemptions that we have 
at the present time, is considered by you as being 
regressive. 

Do you know of any studies, or has your 
organization carried out any studies as to the re- 
gressive effects, if any, of our Canadian sales tax? 

MR. BELL: I appreciate that our sales tax 
does exempt some very important articles. It is 


well known as a matter of fact that implements that are 
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used in primary industry, farming, manufacturing, 
lumbering, and so forth, are exempt. Foodstuffs are 
all exempt. But, at the same time, consumer goods, 
household furnishings, semi-durable consumer goods, 
and so forth are subject to the general sales tax levy, 
and it is because of the growing importance of our 
commodity taxes, and particularly the general sales 
tax in producing revenue for governments that it seems 
to me that whatever can be done to make it more 
progressive than it is would be certainly a step in the 
right direction, 

Now, whether the vague suggestion that we 
have put out, namely that some system of graduated rates 
might be feasible or not, I don't know quite frankly, 
but what I dolnow is that in the past this has been used. 
Years and years ago, and Mr, Perry as a matter of fact 
would be able to comment on this much better than I, 
because in this particular matter I am indebted to his 
own book on the subject and his appraisal of the history 
of commodity taxes, In other words, I don't think that 
the idea itself of graduated rates is anything novel. 
This has been done in the past, and it seemed to us that 
some system of graduated rates now might be in order, 
in order to make it less regressive, even though, as 
you say, and what you say is perfectly correct, there are 
many important items that are certainly exempt from the 
sales tax, 

COMMISSIONER WALLS: In effect though you have 
right now a form of graduated rates by the combination 


of excise tax, aS well as sales tax, on certain items, the 
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10 a@r15 per cent phisthe 11 per cent. Now, if you were 
to put in a graduated scale, what factors would you use 
in deciding which commodities should carry the greater 
or the lesser tax? I mean, what would you use as your 
medium of arriving at what products should carry heavy 
or low taxes? 

MR, BELL: This is a very important question, 
and I would reply by saying that considerable research 
would have to be undertaken to find out what the 
corresponding relationship is between the consumer and 
the amount of money that he has at his disposal. 

In other words his income bracket, and the kind of goods 
that he purchases, I think it is a reasonable 
assumption to make, for example, that people in higher 
dneome brackets are going to buy certain items which 
would be regarded by people in lower income brackets 

as luxury items, and it seems to me that those particular 
so-called luxury items should be subjected to a higher 
sales tax than, for example, things that are bought 
practically by all Canadians, Such things as household 
furnishings, because no matter what the income bracket 
is of the individual Canadian, the chances are that he 
Ls going to buy household furnishings, and the usual 
durable consumer goods, This is part of what we 
consider an average standard of living in this country 
now, 

COMMISSIONER WALLS: Well, may I take it from 
that that if you are going to attempt to get more 
revenue from sales tax, then it might be necessary to 


actually reduce the number of exemptions, but to make 
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1| the adjustment then by a graduated scale? Is that 

2 what you have in mind? 

4 MR, BELL: Reduce the number of exemptions? 
4 COMMISSIONER WALLS: Yes. I mean, you have 

5, already stated that you expect to raise more revenue, 

6| Now, you can't have more exemptions and do that at the 
7 same time, can you? 

8 MR, BELL: Well, I wouldn't suggest that 

9] the present number of exemptions be reduced, i 

10 think that the items that are exempted at the present 


11 are very important, not only from the consumer's 


12 point of view, but also from the producer's point of 


13| view. 
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Consequently, I personally have no issue with that 


aspect of our sales tax. But 1t-is quite true that. if 


sales tax and other commodity taxes are to be relied 

on more and more for government revenues, as many who 
have made a serious study of this matter tend to think, 
then it is going to be necessary to impose sales tax 

on other items. Now, the other items may be items which 


do not exist at the present time. For example, it has 


been suggested that if the public wants certain services 
which are provided by governments, then these services 
will have to be taxed to a considerable extent by 
imposing a tax on private goods and services which are 
considered to be of a less important nature. Less 
important is determined by what the public wants. 
That is what IT have in mind. 

THE CHAIRMAN: We have had the suggestion 
that some services might be taxed, broaden the base of 
the sales tax. We have heard very little as to which 


services may be taxed. You say those of a less 


important nature. 

MR. BELL: Yes, what have been referred to 
as gadgets which are not considered to be as important, 
not essential services, and, consequently, these 
particular gadgets would bear the brunt, so to speak, 
of the sales tax and to finance important services that 
the public was demanding. 

COMMISSIONER PERRY: May I ask one further 
question, just to Clarify? You are thinking here 
solely in terms of various rates according to the kinds 


of goods involved, not according to the position of the 
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purchaser, because there are quite elaborate schemes 
which have been developed which amount to almost a 
counterpart of income tax but related to purchases, 
graduated to the purchases of the individual or the 
family, varying with the level of their income. It is 
almost a counterpart of the system of income. tam but 
applying to .- . purchases, the rate going up higher as 
the income goes up. That isn't what you have in mind 
here; it is simply a selective process of taxing those 
goods at higher sauee which are most likely to be 
purchased by the people having higher income? 


MR. BELL: Yes, precisely. I think that there 


would be considerable equity in this kind of approach, 


and at the same time it would be less difficult from 
the administrative point of view. 

There are a number of other approaches which 
you have just suggested, but, quite frankly, I don't 
see how possibly they could be administered. They 
appear more attractive from the equity point of view. 

COMMISSTONER PERRY: One problem about these 
higher taxes is that they quite often throw people out 
of work, in the factory in which these particular goods 
are being made. 

COMMISSTONER WALLS: Mr. Bell, what evidence 
do you have that the pyramiding of ee Rates pth as it 
is at the manufacturers! level is a significant 
factor? 

MR. BELL: Well, we know that the very process 
itself involves a certain pyramiding effect, and to the 


extent that the pyramiding effect may be substantial, 
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this would obviously result in a pretty considerably 
increased price to the consumer buying the article in 
question. As a matter of fact, recently we suggested an 
inquiry into this precisely to determine whether the 
effect, the pyramiding effect is significant or not 

and, if it is significant, to ascertain whether another 
method of collecting the sales tax could be found. 

You asked me, sir, in your question a moment 
ago whether there was any research study made in taxation. 
I know of only one, and I think probably it will be 
outdated now, made by a Dr. Due of an American 
university, who made a special study of Canadian sales 
tax. A number of years ago I studied his findings. He 
did find that the incidence of general sales tax was 
heaviest on the lower income brackets, that is lower 
income brackets up to about $5,000 or $6,000 at the 
time, I believe. 

COMMISSIONER WALLS: I think you have answered 
the question I was going to put to you, namely, that in 
your opinion should the Commission give study to 
alternative levels which would avoid that pyramiding. 

MR. BELL: Yes, of course, it is feasible to 
do so. There are a number of alternatives one could 
think of, offsetting factors. There are a certain 
number of factors which militate against it and it 
would be preferable not to do so. I have in mind the 
tax in France. 

COMMISSIONER WALLS: The one based on the 
percentage of profits? 


MR. BELL: No, the value added tax, between 
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what the manufacturer pays for his materials and the 
sales value of the product. 

THE CHAIRMAN: Do you have a preference to a 
sales tax at the retail level where the consumer knows 
the amount of the tax? 

MR. BELL: A retail sales tax would be 
preferable from the point of view of eliminating the 
pyramiding effect, of course, of the tax imposed at 
some distance from the level at which the consumer 
buys the articles. At the same time I can appreciate 
the administrative difficulties involved. The chief 
advantage, I would think, of imvosing the sales tax at 
the manufacturers' level is that, to use Mr. Perry's 
own words in his own book, many fewer outlets to collect 
the sales tax, and this would seem to me to make the 
collection very, very much more practical than at the 
retail level. But there again I am not certain that 
other factors might not warrant having a sales tax 
eolbected at thevretail lever; 

For example, if the sales tax is extended to 
services, if it is to be. imposed on services, then 
obviously sales tax would have to be imposed at the 
retail iLeved; 

THE CHAIRMAN: The incidence of sales tax is 
most uneven levied at the manufacturers! level, because 
by the time he gets through it varies considerably in 


relation to the goods he is buying, depending upon the 


MR. BELL: Yes, precisely; markup is very 


important in determining what the ultimate effect is 


number of steps through which it has passed and the 7 
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- going to be. 


COMMISSIONER WALLS: I think that is all. 

THE CHAIRMAN: We move on to old age security 
tax. I think we have pretty well taken care of the old 
age security tax. 

You indicate that you would like to see a 
study made to ascertain the practicability of a-capital 
gains tax. We are wondering why you suggest such an 
investigation. Presumably it is because you think that 
such a tax might be useful. in Canada. Is that correct? 

MR. BELL: Yes. 


THE CHAIRMAN: Do you believe that the dis- 


tinction at the present time between income and capital 


gains is a meaningful distinction? 

MR. BELL: This, of course, has been the 
subject of very lengthy discussions and much has been 
written on it. It seems to me that if it is possible, 
and I don't see why it would not be possible, to 
include all capital gains as income within the Income 
Tax Act rather than having a special capital gains tax 
act, it seems to me that this would be the best way 
of Ho Tric About 10. 

Now, I am not a lawyer, but I have read 
contributions made by lawyers in trying to differentiate 
between what is income as such and what is capital gains, 
and I must confess that the more I read about the dis- 
tinctions they make the more confused I get. “But the 
usual conception of a capital gain, certainly in the 
Canadian sense, is a non-recurring profit or non- 


recurring income not associated with regular employment 
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or regular business. I suppose there is some merit 

in making this kind of distinction. I am not sure, 
though, from the overall picture of trying to bring 
about some kind of order in this tax field, whether 
that kind of distinction should be made. In other 
words, why not make capital gains, even though they are 
of a non-recurring kind, subject to normal income tax 
rates as well. I am not an expert in this, but I think 
this is the kind of apvroach that the United States has 
taken more or less. 

THE CHAIRMAN: That is correct; and, ne ele en 
it is not the position that the United Kingdom takes. 

We sit between the two. 

MR. BELL: Yes. 

THE CHATRMAN: And the distinction to be made 
is rather difficult, but it may not be/difficult as 
the administration of a tax which would include taxation 
of capital gains. They have to be determined, they have 
to be measured, and it would be grossly unfair not to 
provide an average. 

MR. BELL: I would agree with that, simply 
because a capital gain may be made over a period of 
years and not in the year to which it is subjected to 
tax. 

COMMISSIONER GRANT: On the question of 
co-operatives, concern is expressed about accusations 
from certain quarters that co-operatives are not paying 
their "fair share" of taxation, and you believe that 
these accusations are unjustified. Would you differen- 


tiate between the kinds of co-operatives, that is 
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producer and consumer co-operatives, in your thinking? 

MR. BELL: Could I make a statement on this 
and then I would like to refer the matter to Mr. 
MacDonald, who is knowledgeable on these matters. 

Our reason for making reference to 
co-operatives was simply with a hope that the Commission 
would provide a certain amount of public education with 
regard to the role of co-operatives in our society. We 
felt that this was necessary, that this is necessary, 
because there seems to be a corsiderable amount of 
genuine misunderstanding with regard to co-operatives. 
The accusation that is frequently made is that 
co-operatives are escaping their rightful share of 
taxes, that co-operatives are the same as any other 
business enterprise and therefore should be subjected to 
corporate tax rates. Co-operatives are, as a matter of 
fact, subjected to tax rates, very much so, but I think 
that the issue which is not clearly understood is the 
fact that co-operatives differ in the sense that they 
have their so-called dividends, that this is something 
dissimilar from anything that is associated with 
private businesses, and that therefore this must be 
treated differently from private businesses. 

So it is only our hope in drawing this to 
your attention that out of your deliberations and 
inquiry a better understanding of co-operatives and 
the role of co-operatives would be provided. 

COMMISSIONER GRANT: Thank you, Mr. Bell. 

I didn't expect that there would be any great discussion 


on the subject this morning, but I am sure that we are 
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very delighted to have your explanations on the 
reference to co-operatives as contained in your brief, 
and I think you may be sure that this matter will 
receive a full airing by the Commission and any mis- 
understandings which may exist will be endeavoured to 

be cleared up in the public mind. 

THE CHAIRMAN: Might I inquire, if I under- 
stand that correctly, if you are implying in this 
statement that you consider that co-operatives now pay 
their fair share of taxes, that they are not being 
taxed too much, they are not being taxed too little? 

Is that correct? 

MR. BELL: Yes. I wouldn't want to speak on 
behalf of the co-operatives, because I would be speaking 
under false pretenoes in doing that. You will be 
having a number of presentations by co-operatives, I 
understand. 

MR. MacDONALD: If I may interrupt, Mr. 
Chairman. Our view in this connection is based largely 
on the rather intense campaign that has been mounted in 
Canada in recent months to tax the surplus earnings of 
co-operatives. In our view, the surplus earnings are 
only overcharges to the cost of the services themselves; 
it is earnings on which they have already paid taxes. 
They could just as easily, if they so desire, under- 
charge for the services which they are creating and 
later pay out of their pockets again the necessary 
difference between the undercharge and the actual cost 
of providing the goods and services. Therefore we 


believe it is entirely inequitable to try to equate 
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1 them with a private business where goods and services 
2 are supplied for the benefit of an individual ora 


3 corporation. 
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1 It would be a form of double taxation obviously if the 
F-1/PM/je 2 overcharge which really apply to this were taxed again, 
3 As Mr, Bell has already said, they do pay all other 
4 forms of taxation that are applicable to other industries 
5 and businesses, 
6 THE CHAIRMAN: Thank you, Mr. McDonald. If 


i we do not enter into discussion with you at this time 


8 on this subject it does not mean we accept the statement 
9 that there is double taxation. As a matter of fact, 

10 there are so many opinions on double taxation in Canada, 
11 I think I am double taxed on my own things but we will 
12 clearly hear a great deal on this subject and we look 

13 forward to it. I think, rather than getting into any 

14 further discussion of the techniques of it now we will 


15; Keep it for the full submission and hear about it later, 


16 MR. McDONALD: We will be making more 
17 comprehensive suggestions in our major submission, 
18 THE CHAIRMAN: Good, I hope so, 


19 COMMISSIONER PERRY: I had some questions 


99|| OP the paragraph headed "Fiscal Policy" but when I look 
of it over again I find that the discussion up to this 


»7|| Point has anticipated most of them, It is fairly¢etear 


3 that your basic proposition is that the economy now 

4 suffers from under-consumption and that the federal budget 
95) can make a major contribution to curing that situation, 

6 In a sense this is not a proposition that is new or novel; 
7 the Chamber of Commerce was before us yesterday and in 

28 their annual statement to the government for some years 

29 they have supported the contention of a financial deficit 


30 for this purpose, What really does arise as the issue, 
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of course, becomes a matter of numbers@the economists 
say. We are now in the area of $600 million or $700 
million a year. What would be the proper size of 
deficit under these conditions? Should it be $1 billion, 
$2 billion? The proposition as such is almost 
accepted nowadays and the real question becomes one 
of putting a price tag on it. I would suggest if you 
could give any elucidation on quantities here it would 
be very helpful having in mind that such a figure grows, 
the psychological implications become more troublesome 
and, no doubt with our recent history, the international 
implications too, 

This brings me to the tinal paragraph of 
this section in which you make a suggestion that if the 
adoption of a fixed exchange rate has tied our fiscal 
hand, as it were, then some reforms in international 
monetary arrangements should be contemplated. Yov 
do not. suggest what these reforms might be. Are 
you prepared to elaborate at this stage? 

MR, BELL: Well, we did not suggest that 
here simply because this was intended to be a preliminary 
submission, more of an outline of what our main sub- 
mission would be or what form the main submission will 
take, In this connection I would say very briefly 
that if Canada feels obligated to maintain a fixed ex- 
change rate which she might now feel she has no choice 
in the matter but to continue with a fixed exchange 
rate, then considering the kind of open economy that 
we have which, as we indicated here, we do not think is 


at all suitable so we do not think a fixed exchange rate 
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is at all suitable for this kind of economy. The only 
way of overcoming the difficulties this imposed on 
ourselves with this fixed exchange rate is to seek 
certain monetary, international monetary reforms. Now, 
there is nothing novel about this, this has been 
suggested by Britain itself, by the British government 
and it has been suggested by a number who Bre closely 
associated with the international monetary fund, 
academics and so on, Their object is to increase 
international liquidity and at the present time there 
is definitely a very serious shortage of eres | 
liquidity. Now, with the kind of free exchange rate 
that we had several years ago this did not pose itself 
as a particular problem but ifcountries are to have 
fixed exchange rates then it means that some pretty 
substantial reforms at the international monetary 
institutional level is going to have to take place, 

A number of proposals, of course, have been made. One 
of the best known has been made by Professor Triffin 
as you are no doubt aware ee has a solution for bringing 
about international liquidity. These are matters 

we will be very happy to go into detdii with in our 
main submission, 

COMMISSIONER PERRY: That is fine, I just 
wanted to be a little clearer in my own mind as to whethe 
it was the liquidity problem that you had in mind here, 

MR, BELL: Very definitely. 

COMMISSIONER PERRY: I can see it is, 


COMMISSIONER GRANT: Mr. Bell, the Bstate 


Tax Act isva tax issue which has given the Commission 
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some thought and study, no representation has been made 
in the brief? 

MR, BELL: That is true, 

COMMISSIONER GRANT: Perhaps you may wish to 
make a submission in a later brief or one you like to 
make a comment at this time? 

MR, BELL: In our later submission we may 
well have comments but at the present time I would rather 
not. 

THE CHAIRMAN: There is one matter here which 
comes to mind: You say the only legitimate objection 
that can be raised against deficits is that they are 
inflation, 

MR, BELL: Under certain circumstances but 
only under certain circumstances, 

THE CHAIRMAN: I try now to draw attention 
to the . 30lvency of the country and ths concern. tof the 
peopie within the country and the carrying charges, of 
course; results from financial iInsolveng, lr think I 
am getting outside of what you intended, 

MR, BELL: No, if I follow you, sir, you are 
suggesting perhaps that we have to avoid undertaking 
any measures that will bring on inflation and if in- 
creased deficits contribute to inflation then it is 
going to worsen our international economic position, 

THE CHAIRMAN: That is not quite what I 
intended, I was taking your words which are the only 
legitimate objections, and I was thinking there are 


other objections to deficits, namely, they can cause 


conditions which cause us to raise the interest rate on 
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government money in order to secure borrowing. They 
will, furthermore, cause people outside of the country 
to worry about the solvency of Canada and diminish our 
own credit and again increase the borrowing charges 
on our debt, is that not so? 

MR. BELL: Well, I think it is important in 
discussing the size of our public deficit and, after all, 
deficits do contribute to the margin of public debt, 

I think it is important to relate the size of our debt 
to our gross national product, I think this is some’ hin 
that 18 overlooked very frequently by the most 
sophisticated speakers on the subject. For instance, 
the ratio of our net public debt to the gross national 
product in 1949 was about 77 per cent; for 1961 this 

had been reduced to a ratio of 35.9 per cent, It is 
quite true that the net public debt increased 

absolutely but as a proportion of gross national product 
it decreased very substantially and it is this latter 
calculation that is extremely important, 

Now, as far as debt charges, this is our 
concern, I admit they have gone up very substantially 
in the last few years and the reasons they have gone up 
I think are simply because, well obviously more 
borrowing was necessary in order to cover the deficits 
but those borrowings were at a much higher interest 
rate than was necessary. Also, the government's 
decision to convert a lot of short-term debt to long- 
term at higher interest rates also played a very 
significant part, I think, in increasing the public debt 


charges, In other words, I think our public debt 
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charges have increased all out of proportion to the 
actual increase that has taken place in the public 
debt itself because of these reasons, 

COMMISSIONER PERRY: I was hoping the 
conversion loan was not going to come up before this 
Commission, 

THE CHAIRMAN: Are there any other questions? 

COMMISSIONER PERRY: Well, again, we have 
been asking all our witnesses so far if they have any 
views as to the priorities of objectives that the tax 
system should serve, We found, not unnaturally, 
that these most directly involvedfrom day to day 
stressed certainty, simplicity and clarity; those 
with an economic bent tend to dismiss these particular 
objectives and emphasize the service of the economy, 
This is the kind of thing that is important in a sense 
because we should be working by some general wether 
lines, Have you any idea where you would rate these 
particular kinds. of criteria? 

MR. BELL: I think it is very difficult to 
set these things out according to priority. There 
are obviously several very important objectives, There 
is one that is very very obvious and that is that 
governments need revenue and obviously the tax structure 
should serve the purpose of raising this revenue as 
efficiently as possible, But, at the sme time, there 
is another very important objective and that is the 
redistribution of income which a tax system should serve, 
Of course, there is another one which I do not think 


has been used as effectively as it might be and that is 
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as an instrument of fiscal policy. How you arrange 
these in priority I do not know, it is very, very 
difficult to do and as a matter of fact I could even 
say there are certain factors between or among these 
objectives. 

THE CHAIRMAN: Well, we are very grateful 
to you indeed for your help this morning. This job 
is turning out to be a very pleasant experience for us 
when people like yourselves devote your time and 
energy in assisting the Commission. We most certainly 
look forward to hearing from you more fully in the | 
autumn, W. know that the Congress can speak with 
the greatest authority in the country on certain areas 
with which we are most concerned and all I want to say 
is, thank you very much indeed for your help today. 

MR, JODOIN: Well, Mr. Chairman, Madam Milne 
and other members of the Commission: Certainly in 
turn I wish to indicate to you and your colleagues 
our appreciation, This preliminary bout was a most 
agreeable one, I do not know what the main bout will 
produce but certainly you have a general idea of what 
our aims and aspirations are in the field, Certainly 
the very pertinent questioning here this morning, though 
I do not consider myself personally an expert, but 
I think they were very pertinent and they will be 
explained certainly in more detail. As to what 
procedure could be followed, it is not an easy matter 


to discuss generally but we will certainly try to make, 


first of all, our representation comprehensive and 
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1 certainly indicate what our intentions are, Furthermore, 
2 we wish you very good luck in your work. 

3 THE CHAIRMAN: Thank you. Mr. Bennett? 

4 MR, BENNETT: Mr. Chairman, at 2:15 we 

5 have the Canadian Institute of Chartered Accountants. 


6 THE CHAIRMAN: Very well, we stand adjourned. 


10 ---Luncheon adjournment, 


AA/AG/Je 
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Thursday, April 18, 1963, 


---Upon resuming at 2:15 p.m, 


THE CHAIRMAN: Are we all set to proceed 
Mr, Secretary? 

THE SECRETARY: Mr. Chairman, ladies and 
gentlemen, we have this afternoon with us the Officers 
of the Special Taxation Committee of the Canadian 
Institute of Chartered Accountants. Mr. A.J. Little 
is Chairman of this Committee, and will be speaking 
to the brief, which I will now enter into the record 
as Exhibit No, 8, 

EXHIBIT NO, 8: Submission of the 
Canadian Institute 
of Chartered 
Accountants, 


SUBMISSION OF THE 


CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


APPEARANCES: 
Aid, Little, 
R.D. Thomas, 
Bruce Philip 
F, Gerald Townsend, 
W.A. Simington, 


R.A. Lachance 


THE CHAIRMAN: Mr. Little and gentlemen, 
we indeed greet you to this afternoon's session, You 
will observe that this Commission is well larded with 
chartered accountants, We have been very much 


impressed with what you have put before us, and we look 
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30 
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forward to this afternoon with a little bit of 
anticipation, 

It 1s usually our practice to offer you the 
opportunity to add to the submission, We think it 
unnecessary to read it of course, We have all read 
it already, and we assume that you have all read it too, 
but if you care to summarize and amplify as you please, 
we will have a few questions we will be very glad to 
put to you, 

Mr, Little, are you speaking for this group? 

Mt, Littibe yes sir’, 

THE CHAIRMAN: You could introduce them to 
us, 

MR, LITTLE: First of all, I would like to 
say to you, Mr. Chairman, on behalf of the Council of 
the Canadian Institute of Chartered Accountants how 
very much they appreciate the privilege of being 
invited to take part in these preliminary sessions, 

We consider it a compliment to the Institute and those 
of us who are taking part on behalf of the Council 
consider it ‘a’ privilege, 

With us today at this table, on my extreme 
right is Mr. R.D, Thomas, who is the Executive 
Secretary of the Canadian Institute, and on my far 
left is Mr, Bruce Philip, who is a practising member 
of the profession, who has been loaned to our Special 
Committee, and is working full time for us as a 
permanent Secretary until our work is completed, 

The others here, like myself, are members of the Special 


Committee, On my right is Mr. F. Gerald Townsend, 
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Mr. W.A. Simington and Mr. R.A. Laschance, We four, 

as in the case of Mr. Philip too, are practising members 
of the profession, all partners in different firms, 

One firm each, Mr. Chairman, 

This is a working nucleus of a larger 
committee, and I thought that it might be useful if I 
just described to you the entire Committee, because 
this might give the Commissioners a yardstick of 
measuring the effectiveness of our work, and the 
breadth of experience we hope to bring to it, 

It is a national committee, made up of 
partners of fairly large national firms, and 
represents a very large segment, we think, of the 
practising profession, In addition to those who are 
here, the members are Mr. Denham. Kelsey of Vancouver, 
Mr. Gordon Burton of Calgary, Mr. Donald Gordon of 
Winnipeg, Mr. Campbell Leech of Montreal, Mr. Robert 
Garneau of Quebec City and Mr.H.L.McMackin of Saint John, 
New Brunswick, 

I think it important that you know who is on 
the committee, and the fact that we represent the 
profession from coast to coast, The only significance 
to the fact that we four are from Toronto -- there is 
no political significance to this, Mr, Chairman, It 
is entirely a question of having a geographical 
concentration of a work force, and I thought that you 
would be interested in knowing the way in which we are 
proceeding on our studies, and the way in which we will 
be able to come to the conclusions which we will later 


present. 
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1 The Toronto group has been meeting each 

2 week for a half day since we were appointed in the 

3 late fall. The out-of-town members are asked to take 
4 on assignments for us within certain sections of the 

5 tax fleld, and they send us memos, which we consider, 
6 and we have periodic meetings which are three-day 


7 meetings of the Committee as a whole. To this point 


8 we have two such meetings outside of Metropolitan 


9 Toronto, 


10 In this way we hope to make sure that every 
11 member of the Committee takes full part and 

12 responsibility in the decisions which are reached, 

13 and in addition to that of course we have asked them, 

14 and we expect them to consult with their own partners 

15 and colleagues, whom as I say, taken together, represent 
16 a very large segment of the practising profession, 

17 I thought that you might ask us how we 

18 expect to get the opinions of the profession as a 

19 whole, and whether we had decided to use the question- 
20 naire type of approach, and having given it careful 

1 consideration we decided that this would not really be 

a practical method of operating in this very technical 
field. We have through the magazine of the Institute 
invited every member to submit to us expressions of 
opinions and views and ideas as to things which should 
be explored, We have asked the taxation committees 

of the respective provincial Institutes to liaise: with 
us and submit their ideas to us, which they are doing, 
We think that in this way we will in fact gather together 


a real expression of opinion which the Institute can 
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properly put forward as representative of the Institute 
as a whole, I must say, of course, I am quite sure 
that there will be some who won't agree with us, This 
is inevitable, but we do hope and expect to be able 

to speak really for the majority of the Institute in 
this fashion. I think this is important, because in 
the end result this Institute, in making recommendations 
or observations to your Commission will be speaking 
for no particular industry, for no group of taxpayers, 
nor for no geographical area, and we will try to bring 
forward a completely impartial and independent ex- | 
pression of opinion, which will be based on the 
practical experience of accountants across this 
country. 

We don't expect to engage other indepedent 
experts, or economists, to do underlying research for 
us, This, of course, will lengthen the scope of what 
we will be able to present. Our intention is, and this 
of course should be traditional with accountants, 
to stick with the areas in which we have competency 
and experience, and we don't expect to generalize, or 
make observations on things of which we don't have first 
hand knowledge. 

Today we expected, of course, that you would 
not wish us to read this brief, We, for our part 
in discussing it amongst ourselves came to the con- 
clusion that we didn't need to amplify it in a special 
presentation to you, We know that you are expecting 
to ask questions of us, and we hope that we are 


sufficiently well prepared to be helpful and useful to 


' 
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1 you in those questions, 


I might just say by way of qualification 


2 

3 that we have not in the Special Committee reached 

4 final conclusions on any subject that we are ready at 

5 this time to put forward, because while we may have 
tentative conclusions that may very well be altered 

7 by a decision that we make in some other aspect of the 
8 whole tax system, When we are through we wish to make 
9 sure, of course, that everything is properly related one 
10 to the other, So that we, perhaps unlike sone of the 
rr presentations that you may have had so far, will be 

12 careful to avoid expressing opinions at this early 

3 date, and in that respect perhaps our presentation will 
ial lack the colour and interest that might otherwtébe.: 

15 have been injected into it, but we will try our best 

16 to be the greatest possible help to you, 

7 I would like to ask you, Mr. Chairman, if it 
18 is in order, that my colleagues, the three members 

19 of the Special Committee who are with me, could feel 

20 free to answer any question that you put to us, or 

1 amplify any answer that is given by one or the other of 
22 us, By and large, I will try to handle them myself, 
73 and we may expect anybody to amplify if I make an 


obvious omission or error, 

I think that is all that I wish to say as an 
introduction Mr, Chairman, 

THE CHAIRMAN: Thank you very much indeed, 
By the way, as we continue there is no reason for 
anyone to stand up. I am very glad that you described 


the operations of your Committee, Mr. Little, It is 
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indeed most impressive, <X only wish that we had the 
right to charter you as a Royal Commission of acctountants|, 

It seems to me that the effort you described 
justifies the greatest approbation, 

I gather, Mr. Little, that you would wish us 
then to proceed to . direct questions. As you receive 
them you may handle them yourself, or you may pass them 
on to one of your colleagues, 

I think perhaps I will direct a question to 
you immediately. In paragraph 2 you refer to 
certain attributes of the Canadian tax statutes, and 
you mention clarity, certainty and equity in the law 
and its administration along with convenience and 
economy to both the taxpayer and the tax collector, 

We usually hear the word "simplicity" brought in at 
this point. There seems to be a great call for more 
simple laws. The Income Tax Act, it is suggested, 
has become a most complex article, and I was wondering 
whether you would think that simplicity should be in- 
cluded in the statement as to the attributes, and as 
to whether you would actually care to rate them, or 
perhaps they are rated in the order in which they are 
given? 

MR. LITTLE: Mr. Chairman, I am sure that 
all my colleagues would agree that simplicity is a 
highly desirable characteristic, and in setting down 
the attributes that we did we were not of course trying 
to be all-inclusive, but simply illustrative of what 
we meant by the attributes of a good system. Certainly 


we would all be very much in favour of the greatest 
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simplicity that 1s possibile, consistent with whatever 
tax system must emerge, We have not attempted to 
rate these particular attributes in order of importance, 
and I don't think at this stage of the game that 
we would care to attempt to, We think that they are 
all important, and that none of them can be ignored. 
MR, SIMINGTON: Mr. Chairman, I would think 
that once you put equity into this as one of the 
attributes, and give it some importance, that you 
effect the simplicity that you can achieve in the law. 
THE CHAIRMAN: It seems to me that the more 


one tries for equity, the more the law tends to become 


complex. 
MR, SIMEINGTON: That is what I meant to 
imply. 
is 
COMMISSIONER PERRY: The point I have/on the 
next paragraph, Mr, Chairman, We Ihave had 


wit: 2sses suggest to us that we study all or parts 

of the tax systems of other countries, for whatever 
examples we might find that would be useful for 
Canada, but I don't think anyone has advanced quite as 
strong a proposition as that the general level of 
taxation in Canada be maintained at about the same 
point as that of other countries, 

Now, I can see arguments for this, certainly, 
but I wondered if just from your own daily practice 
you could cite the sort of experiences that you have 
which Jead you to this conclusion, I think you would 
have to concede that 4t is rather a counsel of per- 


fection to begin with, but there must be things in your 
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day-to-day practice which have led you to make this 

recommendation? 

MR, LITTLE: Well Mr. Perry, if you are 
reading the sentence that reads: 

; Having regard to the present free flow of 
capital and individual talents, the Commissioners 
should also consider the advisability of 
attempting to maintain a level of taxation ---" 

And so on, if one can draw from the sentence the 

Implication that we are making a recommendation, and 

we have not worded the sentence properly, this is not 

our intention, We feel that the Commission ought 

to consider the level of taxation in evuntries which are 

close to us geographically, or in matters of trade, 

We had, for example, two things in mind in making this 

reference, One is the fact that there is a very large 

preportion of Canadian enterprise owned and controlled 
by non-residents of Canada, and it seemed to us that 
the Commission should consider if, for example, it 

made sense to reduce the rate of corporate income tax 

whether it would really make very much sense over-all 

to make a reduction in Canadian corporate income tax, 
which simply had the net effect of transferring a tax 
collection from this country to some other country. 

This is one of the things that we had in mind, We 

also, I think, were thinking about the effect that the 

taxation level tn other countries, and particularly the 

United States, might have on the action of individuals, 

and the inducement that there might be to them to move 


to another country, 
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That is the sort of thing that we had in 
mind that we thought ought to be taken into account 
by the Commissioners, We didn't intend to suggest 
that we ought to maintain a level consistent with that 
of some other countries, 

COMMISSIONER PERRY: Then I do gather that 
this recommendation is based on some of the things 
that you observe in carrying on your practice as 
accountants, 

What I am really after here is whether this 
is just sort of a general prescription, to which 
I think most peopie would adhere, or whether it does 
reflect some concrete experience in your day-to-day 
practices? 

MR, LITTLE: Well, dealing with the first 
part of my reply, which dealt with corporate income 
tax, we wouldn't think that day-to-day experience 
was necessary, because if one can accept the proposition 
that a large segment of our business is owned, let us 
say in the United States, and we know what their 
rate is, and we know what our rate is, then we can 
come to a conclusion that to drop our rate to say 30 
per cent might in the end result simply have the effect 
of increasing the taxes levied in the U.S.A. and 
dropping those of Canada in respect to this large 


segment, 
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COMMISSIONER BEAUVAIS: Have you considered 

the 15 pe cent withholding tax on dividends paid to 

American parent companies, for instance, in that same 

field? 

MR. LITTLE: Have we considered it? 

COMMISSIONER BEAUVAIS: Yes. 

MR. LITTLE: Well, we are going to consider it, 
Mr. Beauvais. We are not, today, prepared to make a 
recommendation on it, but we do expect to consider the 
impact and implication of the withholding tax on revenue 
of various sorts flowing to non-residents. 

THE CHAIRMAN: Mr. Little, you speak about 
persons moving to other countries, both persons and 
corporations -- I don't know. We have wondered if there 
is much experience in people moving abroad. At this 
time I don't suppose you can say that chartered 
accountants collectively have much experience as to 
that effect of taxation. I don't mean chartered 
accountants moving abroad themselves. 

MR. LITTLE: No, 1 think that is probably 
true, Mr. Chairman. The occasion on which other 
professions would come in contact with the movement of 
a person of this sort would probably be one that was 
so outstanding and so newsworthy in itself that we 
would all know about it. But if this is affecting 
the movement of nurses, for example, from Ontario to 
Tllinois, our chartered accountants as such would not 
likely have firsthand knowledge in this area. 
COMMISSIONER BEAUVAIS: I refer you to taxation 


of corporate distributions on page 1, item 6, of the 


bbe 
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brief. That is quite an important matter, and it talks 
about double taxation of corporate profits, problems of 
undistributed income, loopholes, and so forth. 

But we assume that your Committee will study the 
present methods of taxing corporate institutions, the 
effect on ownership of business and corporate organiza- 
tions which needs separate Study, because that is a 
very, very important study, and to my mind I think it 
touches about forty to fifty sections of the Act, 
starting from section 28 and on. 

MR. LITTLE: Mr. Chairman, we do, in fact, 
expect. to make firm and concrete recommendations in 
this area. We quite agree, certainly, as our profession 
sees it, that this is one of the most difficult problems 
in the Act. We have also assumed that there are not 
likely to be very many groups or individuals or 
industries that will independently of your own studies 
look on these problems and try to work out what the 
alternative solutions might be. And I might also say, 
Mr. Chairman, that it is perfectly safe to say that in 
our deliberations so far we have spent more time on 
this one area certainly than in any other and perhaps 
than most of the rest put together. We do expect to 
make firm recommendations in our final brief for perhaps 
alternative ways of solving the problem. 

THE CHAIRMAN: Thank you very mach, Mr: Little, 
Certainly this is going to Give us very great concern, 
and it is good news to us that you are going to do work 
on it, as we expect you to do to some degree as you 


have the expertese which is not very common, and perhaps 
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1 the Bar Association, too. 

2 COMMISSIONER PERRY: Mr. Chairman, I wonder 
3 if I could ride one of my favourite hobby horses here 
4 and ask whether that is necessarily a problem which 


arises out of double taxation? My own feeling is 


6 that you could take away the corporations profits tax 

7 and exaggerate the prceblem. Isn't it basically a 

8 personal income tax problem; that the tax that is 

9 involved, which is the real difficulty, is the personal 
10 income tax? If you wipe the corporations profits tax 

i1 out entirely and therefore eliminate double taxation, 


12 you would still have the problem of undistributed 


13 income and personal income tax. That is almost a 


14) quibble on words, but I think it helps to clarify the 
\! 

15 | position a bit. 

16 MR. LITTLE: Yes, I think I would agree with 


17 that, Mr. Chairman. I think perhaps the problem is 


18) aggravated by the fact that there are two levels of 
19 tax and possibly by a double tax element to whatever 
20] extent there is a double tax element. But it is more, 


a1 I think, the current problem that while it does, in 


42 fact, stem from personal rates of tax, what is 
a3 bothersome to professional practitioners and to 
24 business is the fact that there are a number of choices 


25 open to the taxpayer within the Act and some choices 


26 open to him which are not in the Act, and there is a 
59 great deal of uncertainty and confusion and a lack now 
28 of being certain in one's own mind as to what is right 
29 and what is wrong. It is a combination of them. 


30 THE CHAIRMAN: Mr. Little, it seems to me that 


bb4 
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this whole matter goes beyond being a technical problem. 
You mention the choices in the Act and there are those 
outside the Act which are clearly loopholes, not 
intended, and which are the rule rather than the excep- 
tion, and it seems to me that that would have a more 
demoralizing effect throughout the land. I think that 
is one of our real problems. 

COMMISSIONER GRANT: Mr. Little, your prelimi- 
nary submission supports the preservation of the persona 
corporate entity, notwithstanding the difficulties which 
tax authorities encounter. Do you give considerable 
emphasis to the personal corporation in so far as it 
is related to an estate plan? 

MR. LITTLE: Mr. Chairman, once again I 
should apologize to the Commissioners for our choice 
of wording, because we were not consciously pumping 
for the retention of personal corporations. What we 
are trying to do is to point out that there are two 
sides to this problem. They do, we feel, serve two 
purposes in the estate plan. We also recognize that 
there has been some abuse of the personal corporation 
provisions. What we are really suggesting is that it 
would be wrong to try to eliminate the abuse without 
recognition of the fact that they do serve a useful 
and worthwhile purpose, and they must be weighed one 
against the other. At this stage of the game, as I 
have said, it is too early for us to express an 
opinion, but I think it is safe to say that this is 
not an area in our tax system which we view with 


alarm. We think there are changes which may be 
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desirable, and we simply are suggesting that this is 
something, like so many other things in the Act which 
to some extent have made for uncertainty, which needs 
attention, and nothing like the seriousness, of course, 
of the problem we have just discussed. 

THE CHAIRMAN: Mr. Little, I am not sure that 
you can properly equate the seriousness of the one with 
the other without examination. It has been suggested 
to us that very few, if any, people pay the high rates 
of personal income tax. It has also been suggested 
that one way around that is, of course, the eeuer 
personal corporations which have been arranged so as 
not to be personal corporations. Should there be a 
loophole, it could be a very serious one. I simply 
draw your attention to that. You have it in your mind 
already. 

MR. LITTLE: Yes, we entirely agree with what 
you said, Mr. Chairman, that without any shadow of 
doubt there is a loophole in this section. [I think 
that we can't ignore a loophole or loss of revenue, but 
we don't think it is as serious a problem as some of 
the others to be dealt with. 

I may say that this is not an easy thing for 
anyone to measure, and we felt that we ought, in 
considering a problem such as this, to see if we can 
be useful in advising how the Commission can assess 
the extent of a loophole, and I am afraid we have 
nothing very constructive to suggest, except that, 
depending upon the extent to which the Department of 


National Revenue can prepare statistics for you or make 
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studies, we felt that with their co-operation it 
might be possible to get some indication of the extent 
of companies which are quite obviously not real commer- 
cial operating companies but which are companies which 
are largely of a personal investment nature. But 

other than going on records of that sort, we don't 
know what other avenue there is except to ask 
accountants and lawyers and this Committee, for 
example, as they finally appear before you to give 
some expression of opinion. 

THE CHAIRMAN: It may be very hard to legis- 
late. To close sucha loophole, one must, I think, 
consider whether there is an across-the-board flat 
rule or whether it must be moved into the area with 
some discretion. We hope you consider that. We 
certainly will be considering it. 

COMMISSIONER GRANT: A personal corporation 
may be so regarded during the life of the principal 

may be 
shareholders, but it changed when it becomes an 
asset of the estate. 

‘MR. LITTLE: That, of course, does follow, sir. 
The real difficulty in this area is not the companies 
which are personal corporations which stand out, it is 
those which are personal corporations in respect of 
which there are no statistics. This is what is going 
to» be difficult. 

COMMISSIONER PERRY: Onthe subject of tax 
incentives, Mr. Little, I think we certainly agree 
that the questions you suggest must be looked into 


and, if possible, answered. Again, though, we were 


i 
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wondering to what extent practising accountants can 
throw light on this. It is difficult to learn, for 
example, of a company which considered an incentive or 
considered a project because of an incentive which had 
been offered and which didn't proceed because the 
incentive was inadequate. Does your daily practice 
bring you into contact with companies who would be 
considering these things? 

MR. LITTLE: Well, I think to some extent that 
it does. It is too early, for example, to assess whether 
the recent change in respect of scientific research will 


be effective. We think that, if broadly administered, 


| this particular incentive will work as an incentive. 


Now, we have seen some modest evidence of this 
already, but, as I say, it is too early for us to draw a 
conclusion, and I don't do so, except to point out that 
there will be evidence when we come back that this 
incentive will work. 

Our tentative conclusion is that if it works 
it is because the incentive is a generous one. Our 
feeling in respect of some incentives in the past in 
the area of the capital cost allowance, for example, 
our daily experience rather suggests to us that people 
fall heir to this whim, that it really may not be induc- 
Ing people to take action. This may lead us to a 
conclusion that it is the quantum of the incentive and 
not its nature which is at fault. 

This, again, as I say, is something which we 
would hope in our final presentation to express an 


opinion on. 
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COMMISSIONER PERRY: It would be very helpful, 
particularly on this latter point, to consider the way 
in which these things fall short; whether they err in 
their generosity or whether they are ill-conceived. 

THE CHAIRMAN: Or might we say, in fact, that 
they are too expensive, Mr. Perry? Like you, I am 
rather enthusiastic about this, but I suppose one ought 
to measure their success against the cost to the 
government. I think it is roughly 25 per cent subsidy 
in the case of successful companies. If that is the 
case, does the government need to give 25 per cent 
subsidy to ten taxpayers in order to have one go ahead? 
I think one could look at it in this way. 

MR, LITTLE: Yes. We,.of course, do not 
suggest in our organization that research ought to be 
induced by incentive or not. All we would do is 
suggest whether the incentive will work. 

THE CHAIRMAN: If one turns from that one to 
increased sales, there will be a great number of people 
qualifying for tax abatement because of increased sales. 
I would imagine it would be very hard to determine 
whether the increases were brought about by the tax 
concession or whether, in fact, they were windfalls, 
and I don't think one could have much of an informed 
view of the incentive without that kind of consideration. 

MR. LITTLE: Yes, I agree this would be very 
difficult to assess. I would expect that in our final 
submission we will make comment on the sales incentive. 

Our feeling is that we may in our day to day 


practice find that in many cases it has turned out to be 


Pp Ren : 
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a windfall that was produced through no action at all 
on the part of the taxpayer. 
THE CHAIRMAN: It would be very helpful to us. 
COMMISSIONER PERRY: I wonder if it would be 
reasonable to suggest that you might also, through 
your overseas associaté€s, get some appraisal of the 
effect of incentives in European countries particularly. 
We find that it is not very difficult to obtain descrip- 
tions of what these incentives are, but it is exceedingly 


hard to get any appraisal of how they have worked out, 


what their effect has been, whether they have accom- 


plished the purpose for which they were established. 

MR. LITTLE: I am sure that we could do that 
through the various international firms with which we | 
are associated. We will try to do so, and if we think | 
there is information which will be useful and can be | 
relied upon, we will put it pee ae | 

THE CHAIRMAN: Thank you. We have tried 
through the normal channels and so far found nothing. 
It would be very helpful if you would do it in the way 
you suggest. 

COMMISSIONER BEAUVAIS: Now, Mr. Little, on 
this subject of taxable income and its relationship to 
accounting income, paragraph 13 in your brief, you 
mention the main points of difference on page 4, four 


main points. Should the Commission investigate the 


advisability of having irserted in the Act that the 


taxable income of corporations shall be based on 
income according to audited financial statements sub- 


mitted to the shareholders? It was discussed, I think, 


15| 


30 | 


\ 
| 
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some years ago, and maybe this would solve partly the 
point that you raise in this connection? 

MR. LITTLE: Yes, I think there is no doubt 
that a change of that sort would solve certain problems. 
Our preliminary thinking, though, is that it would 
create other problems of such magnitude that perhaps 
the disadvantages would more than offset the advantages. 
Our preliminary feeling, I think, is that unless the 
whole taxation system were to be changed very funda- 
mentally, there will of necessity be significant 
differences between what may properly be reported 
annually as corporate income and what ought to be 
taxed under our system. These things which we have 
mentioned perhaps fall into this category. We have 
talked of incentives. There is the question of capital 
gains, additional capital cost allowances, recovery 


under this capital cost allowance system, and so on. 


— o 
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There are, I think, so many differences of this sort 


fundamental change of this sort. 


3 
4| COMMISSIONER BEAUVAIS: Coming to the last 
part of (f), you say this applies also to the steps that 


that I don't think we would be prepared to suggest a 
| 
| 


6| might be taken to reduce the uncertainty as to the dis- 
7 tinction between capital gains and ordinary income. 

3| Do you mean by that that we should have a definition of 
| capital gains? 

10| MR. LITTLE: Mr. Chairman, I find difficulty 
a now in relating that particular sentence to what has 


12; Sone on ahead, except to the extent that there is a 


13. very grey area in this field of what is capital and 
14; What ils income, and it might in fact be possible by 
ruling or regulation to clarify some of these areas. 


16) - am not sure yet what should be done. 


17 THE CHATRMAN: I thought that perhaps you 

8 intended to suggest there that there might be rules to 

19 | narrow this grey area. It might be helpful to adopt 

20 a time measure with regard to securities and property 
| 


course we would be delighted in due course to hear more 


93; about it, becaus? it is very difficult. 

a) MR. PHILIP: Mr. Chairman, I think we had in 
25 | mind some statutory rules to deal with the types of 
26|| transactions which give rise to these problems, and 


27 |\ perhaps nothing more. 


28 | THE CHAIRMAN: Something like the new U.K. 
h 

29 | statute, or the U.S. rules? 
t 

30 | MR. PHILIP: Not so complicated as the U.S. 


i 
| 
91, tax, or something of that kind. If that 1s so, of 
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rules, I would hope, but perhaps the time measurement 
that you mentioned on real estate and other areas which 
give rise to these problems very often. 

THE CHAIRMAN: I have often wondered why it is 
necessary to have a capital gains tax in order to pro- 
duce a rule. I would have thought that this country 
could have had rules without extending our taxation to 
capital gains. I am not trying to say that we should 
not do so. I don't know. 

MR. LITTLE: Mr. Chairman, I would have said 
the same thing if you had not done so, because it seems 
to me that what the U.K. government has done in setting 
time limits, and bringing into tax ordinary income the 
gain on certain transactions really has not solved the 
basic problem of deciding what is the capital and what 
is the income. They have simply made it easier for the 
assessing program, because they have taken a time area, 
which it inself has gathered in most of the problems, 
and this is an easy solution. 

I personally at the time didn't feel that 
this was necessarily the right approach. 

THE CHAIRMAN: Again, Mr. Beauvais, may we 
go back to the answer to one question under the heading 
of income accounting and tax accounting, and I don't 
think we quite covered a point which I have got in 
mind. At one time, 1947 I think, in a draft of the 
Income Tax Act, it was proposed that, having regard 
to some such phrase as accounting principles, it may 
have been practices, TI don't recall -- that was turned 


down after considerable debate, and I think it was 


ade 


23 
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turned down because at that time the accountants were 
not prepared to say that they felt that the state of 
accounting had moved to a point where they believed 
that taxation could be based onsuch principles. Since 
then accounting has advanced considerably, and we must 
consider whether or not it has now reached a point where 
profits could be related to accounting principles, and 
certainly I remember that the accountants very seriously 
considered it. 

Would that not be a fair subject for you? 

MR. LITTLE: Yes, it would indeed, Mr. Cintuiirel 


and this is something that we have been discussing 


: amongst ourselves. We quite agree that there has been 


significant progress in codification and agreement 
amongst accountants as to what acceptable principles 
and practices are at this moment, though I think it is 
safe to say that we are still having difficulty in 
concluding that we have gone far enough in this direc- 
tion to be able to take this step. 

However, in our brief we will, I think, plan 
to take a stand. I am sure my colleagues would like 
to speak to this, because this has been the subject of 
hot debate. 

MR. TOWNSEND: Mr. Chairman, I don't think 
that I can add really very much to what Mr. Little 
has said. It is a difficult question, and as I recall 
what happened in 1947 the draft bill did say generally 
accepted accounting principles, and I think the 
accountants did come back at that time and suggest 


the substitution of the word "practices" for 
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i! "principles", as adding some advantages to the bill. | 
2); But, as Mr. Little says, in our final recommendations 
3 we will be taking a stand on this, and it may be some- 


4 thing along those lines, or it may be samething com- 


5) pletely different. 
6 THE CHAIRMAN: Yes, I hope you won't feel that 


71 before such arecommendation could be made that the 


8 accountants much achieve a state close to perfection. 
9 You will. never reach that. in regard to accounting 

101 prineipies,.J. don't. think. 
111 MR. SIMINGTON: Mr. Chairman, one area that 


12) gives me a little concern about the use of that phrase, 


13 generally accepted. accounting principles, is that at 
14] present in some areas there are a number of choices in 
15 that area, and I think it would be very helpful if the 


16) number of choices becomes narrowed down, and I think it 


17 will in the passage of time and as accountants work in 


18 this area, but at the moment there are in some areas a 
19 variety of acceptable principles, and they can have a 
20 significant effect on. income. 


1 THE CHAIRMAN: Should the accountants not 


22|| become.a little tougher minded with regard to choice 


23 of methods recommended in their bulletins? 


| 
24 MR. SIMINGTON: I think so. | 
25 MR LITTLE. «Pit... Chairman, «while. it. 1s. true 
26 | that we have made progress in this direction, changing 


a events have opened up new problems, and the one question 


29 before us. I think accountants will have difficulty, 


28 of price level has brought a whole set of problems 
30 and it could have a major effect on tax policy. I quite | 
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agree with the desirability of what you say, Mr. 
Chairman, but I am just pointing out that there are 
problems, and as we solve several perhaps a new one 
crops up. 

THE CHAIRMAN: "LIFO" is one you touch on 
here. As I think you are all aware, it was aired some 
years ago in the courts, and since then efforts have 
been made to persuade the authorities to modify the law. 
I rather think that such attempts have foundered on the 
difficulties of administration. I am not very sure of 
that. That is certainly one of the difficulties. I 
think that the administrative officers have probably 
been aware of the difficulties in the United States, 
or the broad area to which this matter has been extended, 
and I don't think we have been altogether successful in 
this country in the use of nice tidy packages as to how 
to deal with this. Certainly this again is something 
of which the accountants would have more expert knowledge 
than any other part of the community. 

COMMISSIONER BEAUVAIS: On capital cost 
allowances I see that it appears that the present system 
is satisfactory, and you would not recommend a return to 
the old system of straightline depreciation? 

MR. LITTLE: Yes, I think that in this case we 
perhaps have gone further in reaching a conclusion at 
this early stage than we have in other cases, and I 
think it is true to say that there has en in this 
area, up to this point, surprising unanimity amongst 
our members that the capital cost system that we now 


have is operating satisfactorily, and we don't expect to 
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be recommending any departure from it as a basic 
system. 

COMMISSIONER BEAUVAIS: And I see that 
however, further consideration should be given to the 
rate structure, classification of assets, treatment of 
non-arm's length transactions, and so forth. That will 
be in your final recommendation, will it? 

MR. LITTLE: Yes, some of these things that we 
touch on might properly fall under the heading of loop- 
holes and anomalies. The lease-option, for example, 
we would expect that in this area we would be in fact 
making a representation of our own. At this time we 
simply mention these items as things which we think are 
worth directing the Commission's attention to in the 
course ‘of ‘their studies, 

THE CHAIRMAN: You are referring tc 
capital cost allowances, and you indicate that you 
think they are probably a very satisfactory system. 

I think you would say it is a good system possibly in 
contrast to the systems of other countries. Would you 
consider it to be a generous measure of depreciation? 

Now, I ask that question because I notice the 
equalization reserveSon an awful lot of balance sheets, 
which very clearly state that people mve claimed 
capital cost in excess of depreciation, and I think 
depreciation is the best measure of what their earnings 
would be, and therefore they have taken more than what 
would be their earnings. I think it would be generous 
as far as it affects taxation.’ Would that -be°a fair 


assumption to draw? 


| 
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MR. LITTLE: I think that would be a fair 
assumption to draw, Mr. Chairman. I think we would have 
the same reaction to the fact that a good many corpora- 
tions do in fact write less depreciation in their 
annual accounts than they claim. I think that if one 
is to describe the system as a generous one, one has to 
look at the life of the asset of course, because in the 
long term the system produces the same end result of 
writing off an asset, and there comes a point where on t 
reducing balance basis you swing in the opposite direc- 
tion, but where new expenditures are being made I think 
it would be safe to conclude that the initial allowances 

THE CHAIRMAN: Generosity would be reflected 
by improved cash reserves, 

COMMISSTIONER PERRY: Just on this Subject, Mr. 
Chairman, I hope that either under this heading, or 
under tax incentives, the Institute will be considering 
some such devices as they have in Europe. The invest- 
ment allowance particularly, and the initial allowances. 
They are more in the nature of tax incentives than 
allowances for capital expenditure. 

MR. LITTLE: I would think at this stage, Mr. 
Chairman, that the likelihood is in dealing with the 
question of incentives of this sort that we would 
refer to the investment allowances, so-called. We 
would of course not be suggesting that the consensus of 
this at all is desirable. This is a policy: question, 
with which we shall deal, but we might very well come 
to the conclusion that an allowance of that sort, if 


an incentive is desirable, would be a greater incentive 
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than perhaps what we have had in the past. 

THE CHAIRMAN: Mr. Chairman, I am very pleased 
to note by your paragraph 16 that it is the intention 
of the Institute to review anomalies, inequities and 
loopholes. That, to my way of thinking, would be a 
very valuable contribution to the work of this 
Commission. In fact, I have womered how we would make 
an inventory of such anomalies. The experience of 
accountants is perhaps the best way to get such an 
inventory, so I hope that you will find yourselves able 
to proceed with this in full. 

MR. LITTLE: Mr. Chairman, we certainly intend 
to do this. Actually, the recommendations of the Joint 
Committee of the Institute of Chartered Accountants and 
the Canadian Bar, in its annual presentation to the 
Ministers of National Revenue and Finance, do in fact 
contain a list of a great many loopholes and anomalies, 
and items that need correction, and we assume, of 
course, that this study is in the hands of the 
Commission staff. 

We, for our part in our presentation, would 
ii think not only refer to those studies, but the 
likelihood is that we would attach as an appendix 
perhaps to our presentation a listing of the various 
items which need attention, but we will do more than 
that, I think, and perhaps try to within the brief 
itself place emphasis in those areas which we think 
cause the greatest concern, and certainly those that 
fall in the area of corporate surplus distribution 


would be high on the list. So would the problems of 
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associated companies be high on the list. The lease- 
option problems we would emphasize. Personal corpora- 
tions certainly, perhaps with lesser emphasis, but we 
in this presentation I hope will be able to not only 
give a listing, an inventory, of the various things, 
but try to focus our recommendations in the real 
trouble spots. While we have dealt with this problem 
in two short sentences, there is no question in our 
collective mind, Mr. Chairman, that the problem of 
loopholes and anomalies is a very serious one, and not 
only has created this uncertainty in the minds of the 


taxpayers and their advisers, but we think perhaps has 


- drawn unnecessary fire against the basic tax system 


itself, and that without these problems perhaps the 
criticisms that come so generously from the public 
would be of far less importance. But we will hope to 


give this particular area a very thorough going over. 


ANGUS, STONEHOUSE & CO. LTD. 3 ; 
TORONTO, ONTARIO 


We were ehonbiet I must say, in our 
deliberations as to what is an anomaly. It is 
significantly different from an inequity or loophole. 

We thought the Commission would give us guidance in 
this connection, 

TOMMISSION MILNE: Mr. Igttle, I was 
going to speak a little bit about the personal tax field, 
and in your submission here you outline some avenues 
that you feel the Commission should study, and we 
feel that there are other avenues on which the 
Institute could be of very great wlue to us in our 
studies, because in your professional capacity doubtless 
you would encounter the effect of specific provisions 
in the taxing statutes. I don't know if you would 
like to make any preliminary observations today about 
tinedb few items which are mentioned or whether you would 
like to leave them to another time, But we would 
really like you to consider them because we feel that 
yours is an area where we could get expert advice. Do 
you mind if I list them? 

MR, LITTLE: No, we would welcome them, 

Mrs. Milne, and whether or not I am able to answer now 
or whether it is proper for me to answer, we would 
certainly like to have them and we will deal’ with them 
in our final submission at least, 

COMMISSIONER MILNE: Thank you, I am sure 
that there are others that possibly other Commissioners 
will bring forward, but this is the list which occurred 


at the moment, 


I will phrase it as a question, Do you think 


DD-2 
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the Act should be liberalized as regarding individuals 
with fluctuating incomes? Are there other individuals 
who should receive the same type of treatment as 
farmers and fishermen? Would you care to express 
an opinion on that? 

MR, LITTLE: Yes, I would say, Mrs, Milne, 
that there is an area here which does need inquiry. 

I couldn't today assess how difficult it is, but there 
are certainly other people who have the same probiem, 
Athletes, for example, those who write books, those 
who produce plays. I suppose even to some sacwee a 
person such as a highly qualified surgeon who perhaps 
spends a great part of his early career in expensive 
training and enjoys a relatively small span of high 
income years and tapers off much more quickly than 

the ordinary person, I have no views on this, but 

I think it is quite properly an area that ought to be 
looked at by the Commission, and we ourselves will try 
to be helpful, 

COMMISSIONER MILNE: Thank you, As to 
the next one, I am sure you will see that there is 
possibly a reason why we suggest it. It is income- 
splitting for husbands and wives tax purposes, 

MR, LITTLE: Well, I would certainly be 
in favour of it if my wife had incomes, I think at 
this time I can only say that we will deal with it, 

We have mentioned it in our deliberations, I think 
we have not attached great weight to it as yet because 
income-splitting really, if it reduced the over-all 


revenue taxation, would have perhaps to be accompanied 
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1 by a change in rate structure, and it may be found 

DD-3 2 on study that as compared with a resident of California, 
3 let's say, that marital exemptions and our rates of 
4 tax measured against the same rates in the United States 


5 might be substantially different, 

6 COMMISSIONER MILNE: We have already had 
7 projected to us some idea along that payticular line 
8 in respect of European countries, and we are fairly 

9 confident that within our own country we are going to 
10 hear quite a bit along this line, 


11 There is another one, and that is, 


12 are there serious problems in the country arising 


13 out of expense account living which the Commission 


14 should investigate? 


15 MR, LITTLE: I think, Mrs, Milne, that 
16 our reaction so far as expense account living is 
17 concerned so far is that we certainly agree that it is 


18 most highly undesirable that one small segment of 

19 the economy should be able to benefit in this way. 

20 Like crime in general, this sort of thing makes news, 
1 T would’ think 1t°is Tair to sterakeenebaaier that there 
22 is not in this country the flagrant abuse of expense 

93) account living that there may be in other countries, 

24 I think definitely it is worth looking at, but our 

25 present reaction, I think, is that it is not an area 

26 of serious concern, Obviously anything that is a 

27 loophole or an unwarranted fringe should be corrected. 


28 All we are trying to suggest is that it hasn't appeared 


29 to us to be a real problem. 


eee en 2 COMMISSIONER MILNE: Well, I would certainly 
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1 think that if 1t were an 111 or an evil your group 

4 would be the one that would recognize it, 

3 COMMISSIONER GRANT: At the same time you 
4 might be under some handicap in bringing that forward, 
5 MR, LITTLE: Well, Mr, Chairman, I would 


6 hope and expect that, in fact, in our final 


7 recommendations the Canadian Institute wi11 take a 

8 completely impartial objective view, and there is no 

9| question that we will make some recommendations that 
some members of the accounting profession won't like, 
We will certainly make some recommendations that 

some of our clients won't like. But there is no doubt 
in the minds of some of my colleagues that our 
responsibility to this Commission is to come up with 
the most responsible, impartial recommendations that 

we can, and I am not concerned at this point, 

THE CHAIRMAN: I am delighted to hear you 
say that, Certainly the knowledge that these gentlemen 
have, collectively and in total, comes from their 
experience and from experience in dealing with their 
clients, eek iain are going to serve the public interest, 
they are going to tell us of their personal experience, 
which is the sum total of all of their experiences, 

MR, LITTLE: I might just say, Mr. Chairman, 
just to carry it to its logical conclusion, that 
there isn't the slightest doubt in our minds that the 
majority of our clients would want us to do this, 


because they feel just as we do about loopholes, fringes, 


cheating and so on, 
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THE CHAIRMAN: I think we will break for 
ten minutes, but before doing so you might like me to 
read the definition of an anomaly which I have looked 
up. It is described in the Oxford Dictionary as: 

" an angular ifs Marts of planet or satellite 
from its last perihelion or perigee" 

MR. LITTLE: This is what we thought, 


Mr, Chairman, 


-~--Recess, 


EE/PM/ Je 
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THE CHAIRMAN: Gentlemen, we wiil come 
to order, Mrs. Milne, you were in the midst of 
asking questions, 

COMMISSIONER MILNE: Mr. Chairman, I have 
just one other area and it is the one you speak of as 
gift tax. You suggest special attention should be 
given to the rate schedule, I mention this particularly 
now because I know that ih oo pameree ebm sss SusAmore 
than once you have focussed attention on the gift 
tax and made recommendation in respect to. exemptions. 

I would imagine that you will bring that Posnand 
in your later submission? 

MR, LITTLE: Yes, I think we will. We have 
not as yet really turned our attention to gift tax 
except to the extent of realizing that, first of all, 
the rates have been in existence for a very long while, 
One would almost ask if they were right when they were 
introduced, are. they. right now because every other 
rate has changed. ig think more basically perhaps 
that we had in our minds in suggesting a review of the 
gift tax that we would like to be sure of the purpose 
it is really intended to serve, It has apparently 
an obvious place interposed between income tax and 
estate tax but I think it needs some sorting out and 
we certainly will give it some attention, We have not thought 

of it as a significant problem area, I must say, 

COMMISSIONER GRANT: With the provision where 
you have the option of taking $4,000 a year or one- 
half of the tax of the previous year, was that not 


comparatively recent? 
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1 MR, LITTLE: Not comparatively recent, 
2 Bit. 
3 COMMISSIONER PERRY: Not in my 


4 recollection; it has been there since the beginning 


5| right back in 1933 or 1934, 


6 MR, LITTLE? It has-been in since TI have 

7 been in practice, 

8 COMMISSIONER GRANT: I thought it was quite 
9 recent. | 

10 MR’, LITTOR: ” There was ay very recenv.one 
11 on a gift of a house or a farm to a spouse or a son 


12 but that, to my recollection, is the only change. 
13 THE CHAIRMAN: You are probably aware or 


14 you might not be, that the United States treasury in 


15 its recommendations to Congress included the elimination 
16 of any special tax for stock options. Pheir 
17|, recommendations included numerous schedules and a 


18 great deal of material on this subject tending to 

19 show that stock options do not really carry out what 

20 was generally thought to be their intention. I think 

1 the intention of the treasury department is to show 

22 toar titer ies way of getting remuneration at a 

23 lower tax rate, I wonder in what respect it pertains to 

24 Canada. Our rate schedule is not as high as theirs,perhap 
25 there is not the same need for it. I do not know, However, 
26 if stock opetions were encouraging the ownership of stock 


27 by officers and employees,they kept and held the stock,it 


28 may be a provision which is in the best interests of 
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1 the Canadian economy. I do not suppose you have had 
2 a chance to think about this yet? 

3 MR, LITTLE: We are thinking about it, 

4 Mr, Chairman, I think it would be safe to say that 
5 we have thought of the stock option in somewhat 


6| different terms so far as its desirability or end use 


7|. 41s concerned, if it is desirable. I think we would 


g| find that in our experience that the stock option falls 


9 in much the same category as a deferred compensation 
10 | scheme, This is one of a number of techniques that 
11 executives strive for in order to be able to retain 


12 a larger portion of what they produce with their 


13| effort. It may indeed serve a purpose so far as 


14 ownership of Canadian companies is concerned but I do 


15 not think that this has been apparent to us, This 
16 is not to suggest that our own stock option privileges 
17 do not need some attention and I would be very surprised 


18 if in the end result we do not make firm recommendations 


to your Commission in this area, 
THE CHAIRMAN: Thank you, Sales tax? 
COMMISSIONER WALLS: Mr. Little, I notice 
you only devote one paragraph, No. 22, to what is the 
third last supplier in the tax field.-~ sales tax. In thalt 
paragraph you give no idea as to your opinion of it 
aS a revenue producer or whether it should be explored 
with the idea of contributing a larger percentage of the 
revenue, You ask the Commission to make certain studies 
for which we are very grateful and I hope your own 
organization will assist us in gathering data on that, 


The one in which you ask at what stage the tax should be 
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1 levied, of course, is a very important one and I under- 
2 stand you intend to explore it at the three possible 

3 levels, Another question that has come up here 

4 previously is as to the use of ministerial discretion 

5 as being the final court in regard to sales tax, 

6 whether that should be continued, Then you ask us 


| also to go into a limitation on exemptions. Now, 


8 I would like to throw one or two other questions that 
9 might be asked and again with the request that your 
10 organization, if you consider it wise, would give 

11 us the benefit of your advice and experience when you 
12 draft your brief. The first one would be the weight 
13 that should be given to this tax in comparison with 
14 the other taxes in raising revenues which was much 


15 along the Jines I spoke of when I first made my remarks, 


16 Secondly, in dealing with your reduction 


17 of exemptions, should consideration be given to 


18 unconditional exemptions instead of the conditional 

19 exemptions that we have at the present time? Should 

20 the minimum manufacturing status, that is, if the tax 

1 remains on the manufacturing level should the minimum 

and small manufacturer level be raised? Another one might 


be, should the tax be continued on a flat percentage 


’ 
level or should it be on a graduated rate level? I 
notice you make no mention whatsoever about excise tax 
in itself and which, of course, is a graduated rate. 

I presume the reason why you did not do that is that you 


perhaps entertain it as a sales tax or a supplementary 


Sa les “tax. 
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i MR, LITTLE: Well, Mr. Chairman, dealing 

2 with the last part of the question first: [ think 

3 the likelihood is that other than sales tax we will 

4 not deal with excise tax at all perhaps because we 

5 have so little experience that we think might be helpful 
6 and useful to the Commission, Now, we won't give up 
7 but the present thinking has been that we would set 

8 aside that field, 

9 COMMISSIONER WALLS: You appreciate I am 
10 not talking about excise duty? Naturally I would 

11 assume that you would leave that out because it is 
closely allied to tariff but I am talking about excise 
tax which carries on with the sales tax, 

MR. LITTLE: I think we should deal with 
this, I might say in this whole area that, first of 
all, we approached this particular Commission with a 
great deal of diffidence in the sales tax area because 
we do not hold ourselves out as experts, Perhaps the 
shortness of our presentation is simply an indication 
of our lack of knowledge at the time this was written, 
We welcome the additional questions that you have raised. 
We, ourselves, since writing this have raised additional 
questions which we think ought to be dealt with and 
perhaps we should deal with ithem here, In this 
connection this is one of the areas where we have 
turned to one of our colleagues who devotes a good deal 
of time to this subject and have asked him to take it 
on aS a full-time project to inform us, We have had 
two or three meetings with him and I think that amongst 


us here Mr. Townsend is the best informed of us in this 
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field. Perhaps it may be useful if we in turn 
delineated the additional questions we thought ought 
to be looked at as substitution for what we did put 
in in paragraph 22, 

MR, TOWNSEND: I claim no special 
competence in this field, We do have one of our 
members doing work on this and we expect in our 
final submission to spend much more time in dealing 
with it and certainly a great deal more space than we 
have spent in this initial submission, We feel this 
is an extremely important part of the tax system. I 
would agree that various taxes that you have mentioned 
as to being items we should give consideration to and 
make recommendations in our final report, The level 
at which the tax is levelled is important. Many 
of the problems which seem to arise in relation to the 
sales tax are because of the difficulties in establishin 
the Pe ee value. We feel it is difficult to 
achieve equity in levying the tax where there are 
competing products which are distributed at varying 
levels and we do think the Commission should consider 
whether a change in the level of taxation will decrease 
these inequities and do away with some of the problems 
and we will certainly be making recommendations our- 
selves, 

As far as tax base is concerned, at the 
present time it includes only goods. We think the 
Commission should consider whether or not service should 
be taxed. We understand that at the present time the 


expenditure by individuals on service is approximately 
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37 per cent of the personal disposable income of 
Canadians as opposed to 10 per cent of durable goods 
and 48 per cent of non-durable goods, This is an 
important area which we think should receive con- 
sideration, whether the exemption on service is wanted 
and whether or not it is practical to impose a tax 
on services, 

Another part of considering the tax base. 
is the exemptions. We feel that both the un- 
conditional exemptions and the conditional exemptions 
should both receive a careful study. Some of the | 
exemptions do appear to be intended to reduce the so- 
called regressive nature of the tax, We feel some 
of the additional exemptions that may well, where they 
don't apply, result in some double taxation which we 
feel should get serious consideration, 

Another area of the sales tax which should 
receive consideration is the valuation procedures, 
Sales tax is, of course, levied on the sale price of 
manufactured goods or the importation value and the 
sales price can vary substantially depending on the 
method of distribution, To lessen this built-in 
inequity that one can have the tax authorities have 
developed some techniques for valuation in trying to 
make an equitable valuation between goods sold to 
retailers and goods sold to consumers, et cetera, 
These techniques, while they may be worked freely have 
not received a statutory sanction and as a result it 
is sometimes difficult for taxpayers to be certain of 


the proper value and they do not have any appeal right 
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if there is any discrimination as to the valuation, 
We do think, therefore, as a two-part consideration 
there should be the consideration of the valuation 
and the consideration of whether or not an appeal 
procedure is warranted, 

Finally, Mr. Chairman, we feel that the 
Minister's discretion should receive careful con- 
sideration, At the presenttime the Minister does 
have very wide powers in the sales tax administration 
and, I think as a general policy it should be 
considered whether or not it is right for the Minister 
to have wide discretion or whether there should be 
some statutory recognition either by statute or by 
regulation on some of these matters. JI think it is 
important on the whole question of sales tax in 
deciding what type of sales tax, what level, et cetera. 
Much importance should be placed on it as compared 
to income tax and experience of other countries should 
be carefully looked at. This is quite important. 
I think that is all I can say, 

COMMISSIONER WALLS: Would you also be in 
a position to give an estimate of the percentage of 
sales tax that is passed on directly to the consumer? 

MR. TOWNSEND: This is a very difficult 
thing for ourselves to do, We have the same problem 
of deciding the incidence of the income tax. I am 
not sure at all that we feel, as a group,at all 
confident to say it is a certain percentage although we 
agree it is a very important question and one that 


somebody should make an attempt at deciding. 
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THE CHAIRMAN: Mr, Little, I see no reason 
for your modesty with regard to sales tax. Mr. Townsend 
has quite an understanding of the problems if there 
are problems, Without adding to your burden unduly 
I would draw your attention to the suggestion which 
has been put forward more than once that there be some 
co-operation between the federal government and the 
provinces in the area of sales tax and the thought that 
it ought to be proposed at the retail level and be 
collected by the provinces for redistribution or by 
the federal government for redistribution in the other 


direction, 
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THE CHAIRMAN: Of course, it is a very 

interesting suggestion indeed, and I think it is now 

etene provinces which have it. Perhaps this is the 

time when if there is merit in the suggestion it 

should be pressed, and I commend it to your thoughts. 

MR. LITTLE: We certainly, Mr. Chairman, have 
this proposal under discussion and consideration with 
the other alternatives, and in the end result we will 
sort out a specific recommendation, either to stay 
with what we have, or to move in some direction, and 
in the process too we will of course consider the 
alternatives, such as turnover tax, or added value tax. 

THE CHAIRMAN: I daresay that you are aware 
that Canada takes in something like two-thirds of the 
taxes by the income tax, and a third by consumption 
taxes, whereas frequently in European countries that is 
exactly reversed. I am not sure whether you feel it 
in your competency to speak as to that distribution of 
taxes. Of course, in an extreme of that kind it may 
be easy to speak to, and we would welcome hearing any 
views which may be developed. 

COMMISSIONER PERRY: Under the final summing 
up in the general section a brief paragraph on tax 
havens appears. I think it would be particularly 
helpful for the Commission to have a comment from the 
accountants as to the extent to which these opportuni- 
ties arise, (a) under the basic Canadian law, or 
(b) under the tax treaties with other countries. One 
assumes it is a combination of both, in some cases one 


being more important than the other. You might address 
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some comment in that line. 

Also as to whether there should be a clear 
statement of the rules by which you allocate the profits 
of an international company. This seems to be an area 
in which there is constant argument. As far as I know, 
there are no written down rules in the Canadian 
arrangements at all. It may be that some written 
guidance would be heipful. 

Also under this general subject you might 
comment on the extent to which Canada is a tax haven, 
and whether in turn this is a good or a bad thing. 

MR. LITTLE: Weli, Mr. Chairman, it certainly 
is our intention to make reference to tax haven opera- 
tions, and we will try to be very clear in any presenta- 
tion as to what we mean by a tax haven operation. It is 
used loosely in the trade, as it were. Any country in 
which you operate that has a lower level of taxation 
than Canada, I suppose, might properly be called a haven 
to that extent. The word is used in its more improper 
sense though, of finding a way of escaping tax altogether 
or avoiding taxation, which really properly should have 
fallen within Canada. It may be that in respect to the 
former we will come to some conclusion as to whether or 
not Canada should try to reach out and tax legitimate 
operations of our foreign subsidiaries in other coun- 
tries, although at the moment this does not concern Us, 
and we have not come to a final conclusion. 

What does concern us is the improper use of an 
offshore corporation to escape tax that might otherwise 


have fallen here. Often I think we will find when we 
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i examine this that this is not the law that has made 

2 this possible. It is someone who has ignored the law, 
3 and it is a thing that is very difficult to police, 

4 because it takes place in some other country, but we 

5 will have regard to the questions which you have 

6 raised, Mr. Perry, and we will do our best to be con- 


structive, and have concrete proposals in this area. 


COMMISSIONER GRANT: Mr. Chairman, could we 
have a discussion on the subject of the Estate Tax Act 
on page 5 of the preliminary submission. The submission 
raises four very relevant questions as to the working 
of the Act. The first one says: Are the basic 

’ purposes of an estate tax consistent with the objectives 
of a sound tax policy for Canada? Now, that is the 
question. What we, of course, will be looking for in 
the brief will be amplification of that, and no doubt 
we’ will ‘see “It. 

Just in discussing that point, it is sometimes 
suggested that an estate tax is not a proper type of tax 
for a country such as Canada, a young country. On the 
other hand, there is a body of opinion that says that it 
is'a proper type of tax, particularly when we haven't 
got a capital gains tax, that it really to some extent 
fulfils the purposes of a capital gains tax. 

These are some thoughts that have already come 
to the attention of the Commission, and I am just pass- 
ing them along to you, gentlemen, for what benefit they 
might be in preparing the final brief. 

There is also the question of capitalization 


of a life interest in an annuity or a pension, and 
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sometimes that works a great hardship on the widow. 
There are instances which have been brought to our 
attention in which the estate tax is such that there 
are no assets to pay the tax. It has to come out of 
the income, or the payments which she receives, and 
thereby reduces, of course, hermeans of livelihood to 
that extent. 

There will be questions that we would like to 
have information on, such as optional dates for valuing 
the assets, and perhaps a greater extension in the time 
for payment of duty. Methods of valuation as regards 
the shares perhaps even though they may be listed on 
a recognized stock exchange, that listed price has not 
always reflected the value that the tax authorities 
will place upon the shares. 

The submission raises the question as to 
whether or not the estate tax encourages taxpayers to 
seek avoidance by transfer of domicile and other means. 
We would like to have as much evidence on this as is 
possible for you as an Institute to give us, and then, 
are the present exemptions appropriate? 

There is a book "Recommendations for 
Amendments to the Estate Tax Act and the Income Tax 
Act", with which you of course are familiar, because 
it was issued under the joint patronage of yourselves 
and the Canadian Bar Association. It was dated 
December of 1962, and I don't believe any of these 
amendments have ever been enacted, have they? 

MR. LITTLE: No. 


COMMISSIONER GRANT: As far as you know 
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1 they haven't? 

2 MR. LITTLE: No, _Well, Mr. Chairman, of 

3 course we welcome this guidance. I am quite sure, Mr. 

4 Grant, that we ought to have informed views and opinions 
5 on these matters that you raise. [ think, going right 
back to the start, the question of whether the whole 
philosophy of estate tax is right or wrong, we should 
also deal with this. This, of course, requires us to 
consider capital gains tax, wealth tax. The real 
purpose that. it serves, because we suspect that it is 
not a real revenue producer as such. It must have other 
purposes to complement other parts of the tax system. 

In the end result we will expect to first of all come 

to a conclusion as. to whether the Estate Tax Act, in 
some. form, ought. to be retained, and if so, then we 

will have concrete recommendations, I assure you, on 

the things that you mention, and of course any of the 
other things that arise in the course of this examina- 
tion.. 

THE CHAIRMAN: I would like to raise a matter 
which I am very much concerned about, and that is the 
consideration as to a rule of law as opposed to the 
minister's discretion. In 1949, I think it was, I 
think we were all delighted when the discretion went 
out of the Act and the rule of law came in. There 
seems to be a thought now that perhaps we have held 
too closely to the rule of law, and it may be time to 
let up somewhat, and permit, for income tax purposes, 


the exercise of more discretion. 
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1; That of course goes to the question also I think of 

2 the rulings. The U.S. have got an established method 

3| of giving rulings on income taxes. I think our practice 
4 in Canada has been in important matters to endeavour to 
secure something very much like that, end that has been 
a rather informal method. 

You no doubt are already corsidering both 
these questions. Would you like to give us any 
thoughts on them? 

MR. LITTLE: Well, you are quite right, Mr. 
Chairman, of course, that we do have this matter under 
consideration, and we do expect to take a position 
and make a recommendation. I think that even at this 
preliminary stage it would not be wrong for me to 
suggest that my colleagues on this Committee I think 
have a preference for certainty and the specific, the 
incorporation in the statute, rather than discretionary 
provisions. 

We are very conscious of the fact that the 
accounting profession was very vocal on this subject 
at a time when we felt there was too much discretion, 
and perhaps if there is anything wrong we brought it on 
ourselves. 

I think our conclusion, Mr. Chairman, is 
tending in this direction, that the loopholes, anomalies, 
and uncertainties that we have got, which are the 
result of failure to amend law promptly, swiftly, 
properly, when it needs it, this lack I think perhaps 
has focused attention on this matter, and one 


concludes that rather 
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than what we have we would have been a lot better off 
with discretion. 

Now, it may be that our conclusion will be that 
if we get a better rule of law, that this would be 
preferable to more discretion, but we will have an 
opinion. 

THE CHAIRMAN: Then I wonder if we depend for 
the administration of taxation primarily on rules of law, 
if tis at the same time fair to expect the administra- 
tors to tell us in advance how they are going to 
administer the Act. In other words, give us advance 
PuULINegSs;: “Inalact, 12s 426 consistent?’ 

MR. LITTLE: Well, the need would certainly 
become less I would think, Mr. Chairman. 

THE CHATRMAN: I think we have no more 
questions. Is there anything that comes to your minds 
that you would care to put before us along these lines? 
Well, if not, let me just wind this up, if I may. 

I would like to say that I have been very proud 
this afternoon to be a chartered accountant, and in that 
way to have associated myself with the very able 
presentation you have put to us. In fact, as we have 
gone on I have wondered if we have been passing an 
unfair share of the burden to you. We know that if that 
is the case you will discharge it to the best of your 
ability. I suggest to you that as we have a most 
competent staff, both on the economics side and on the 
tax structure side, if there is an area of co-operation 
with our staff, we would be very glad if say you, Mr. 


Philip, who I believe are serving full time, would care 
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1/ to get in touch with them. It might be profitable. 

2 We thank you most sincerely for this afternoon, 
3 and indeed we are looking forward keenly to what you may 
4] produce for us in the autumn. This has been most 

5 enjoyable, and indeed stimulating to us. Thank you 

6 very much indeed. 

MR. LITTLE: Thank you, Mr. Chairman. I am 
sure that all of us feel the same way about this meeting 
today. 

THE CHAIRMAN: Mr. Secretary, is there anything 
further? | 

THE SECRETARY: There is no further business 
this afternoon, Mr. Chairman. 

At 9:30 tomorrow morning we will hear the 


Canadian Bar Association. 


---Ad journed. 
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Friday, 
April 19th, 1963, 


---On resuming at 9:30 a.m, 


SUBMISSION OF THE 
CANADIAN BAR ASSOCIATION 
APPEARANCES: 
Ronald C. Merriam, Q.C., - Secretary. 
William Hulbig, 
H.P, Lemay, Q.C. 


S.E. Edwards, Q.C. 


THE CHAIRMAN: Mr, Secretary,we have this 
morning the Canadian Bar Association, I believe, Would 
you care to introduce them? 

THE SECRETARY: Yes, Mr, Chairman, 

Mrs, Milne, gentlemen, we have with us the officers 
of the Canadian Bar Association, and Mr. Ronald 
Merriam, Q.C., Secretary of the Association,will speak | 
first to the brief and introduce the other officers. 
I would like to enter the brief of the Canadian Bar 
Association as Exhibit No. 9 in the record, 
EXHIBIT NO. 9: Brief of the 
Canadian Bar 
Association. 

THE CHAIRMAN: Thank you, Mr, Secretary. 

Good morning, Mr, Merriam, gentlemen, [I 
am delighted to greet you. I suppose that my position 
here in relation to lawyers is perhaps the acme of 


achievement by an accountant, given an opportunity to 
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examine lawyers. I am going to be rather generous 
this morning and give up that magnificant opportunity 
in favour of Mr. Stewart. 

We try to be as informal as possible at these 
hearings, and the Commissioners like to put some of the 
questions themselves, and sometimes we ask Mr. Stewart 
to ask questions. But it seems to be to be more 
in keeping with the appearance of the Canadian Bar 
Association to request Mr. Stewart to act as counsel 
this morning. 

Now, Mr. Merriam, we have received your 
brief, we were delighted to get it. We have read it, 
and it is of great interest to us. The usual practice 
up to now is to ask people if they Wish to say something 
in addition to what they have put before us, summarize 
it, explain it, expand on it, and after that we proceed 
to ask questions. Is that what you would like to do? 

MR. MERRIAM: Mr. Chairman atta ménibers of the 
Commission, I don't know at this moment that I want to 
elaborate on the statement that we have already filed 
with you, but there are one or two introductory remarks 
woich I might make if that meets with your approval. 

I might say, sir, that we feel rather at 
home; it is quite the thing for lawyers and accountants 
to work closely together, particularly in this field, 
and seeing you in front of us makes us feel equally at 
home this morning. 

First, Mr. Chairman, may I express to you 
and to the members of the Commission the regrets of our 


President, Mr. MacKimmie, on his inability to be present. 
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1 As you know, Mr. MacKimmie practices in Calgary, and 

2 it was going to be most inconvenient for him to make 

3 a special trip down here this morning, and he has asked 
4 me to express to you his regrets that he is not present, 
5 Now, sir, when we received your letter of 

6 December 3rd last we appreciated very much indeed the 

7 invitatipn which you extended to us to be present this 
8 morning for the purposes of what we understood to be 

9 and still understand to be a rather informal discussion, 
10 It might be of some assistance to the Commission if 

11 I explained very briefly the manner in which the 

12| Canadian Bar Association, which, as you know, is a 

13 national organization, composed of individual lawyers 

14 throughout this country, went about preparing a 

15 statement of what we feel and hope to be of some 

16 substance to present to this Commission, We immediatel 
17 took steps, sir, to appoint a special committee of our 
Association composed of members of our profession who 

19 are engaged primarily in the tax field and, with their 


experience, are knowledgeable individuals in that field. 


20 

nN That committee is composed of Mr. W.J. Hulbig as the 

22 chairman, and with him serving on the committee are 

23 Mr. S.E. Edwards, Q,C., of Toronto; Mr, S.D. Thom, Q.C., 


4 Toronto; Mr. H.P. Lemay, Q.C., of Montreal; Mr, George 
25 Tamaki and Mr. K, Eaton of Ottawa. 

%6 It may appear to you that that committee is 
27| very much centralized, and it may be equally obvious 

28 | that it is very difficult, if not impossible, to draft a 
29 brief if people are spread throughout the length and 


30 breadth of this country. 
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1 Mr. Hulbig immediately communicated with 

2 the taxation sections of our Association in each of the 
3 various provinces and received from themrtheir comments 
4 and suggestions, In addition, the whole matter has 

5 been discussed informally and from time to time with 

6 other men in our Association who are also knowledgeable 
; and interested in the taxation field, 

8 So that while the statement that we have 

9 presented to you this morning has been, if you like, 

10 co-ordinated by this committee, it does represent 

11 the wide views of our members across this country. I 

12 might also add, sir, that the statement has been studied 
13 and has the approval of our executive committee, so 

14 that it is presented to you as the official view of the 
15 Canadian Bar Association, 

16 Now, a word of explanation, In your letter 
17 of December 3rd I believe you used the phrase that the 
18 purpose of this discussion this morning is to raise 

19 issues rather than to settle them and to focus attention 
20 on the task of the Commission, That, sir, was the 

21 understanding on which this brief was prepared, and: 

22| ‘this is the understanding on which we are appearing 

23 before you this morning, I merely make that comment, 
24 sir, for the purposes of the record so that there can 
25 be no possible misunderstanding later on, because we 

26|| -do look forward to the opportunity later in the year 

27 to again appearing before you with our formal brief, 

28 At that time we hope to be in a position to not only 

29 raise issues but to make suggestions as to their 


30 solution and recommendations for action. At the moment 
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1 we have, quite frankly, not ourselves reached con- 
2 clusions, we are not in a position to make recommendations 
3 with respect to action which should be taken, and our 
4 sole purpose is to attempt to assist the Commission by 
5 suggesting areas where we think problems may exist 
6| and may exist to the extent that they would merit 
7 consideration by the Commission, 
8 With that in mind, if any of us this morning 
9 do express views as a result of discussion which [I 
10 believe will ensue, I would like, sir, if it could be 
understood that those are our own personal views at 
the moment, They may be subject to change even by 
ourselves personally between now and the fall, and they 
certainly do not necessarily represent the views of 
the Canadian Bar Association as they will materialize 
later on, 

Now, I do not purport or pretend to be 
a tax lawyer myself, and therefore with the permission 
of the Commission I would appreciate it if the Commissio 
would agree that Mr. Hulbig, Mr. Edwards and Mr, Lemay, 
who has now joined me,might take over, if I might 
express it that way, and carry the discussion from here, 
Thank you very much, 

THE CHAIRMAN: Thank you very much, 
Mr, Merriam, and, by all means, it is agreeable to us, 
Certainly we will endeavour to honour the terms under 
which you appear. We have tried all week to do that 
with the others who have appeared before us, and if 
sometimes our questions appear to seek ultimate con- 


clusions, it is really only in our 
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enthusiam for the subject and we are not at this time 
trying to do so and you are perfectly free to pull us 
up if we do overstep the bounds at this time, It is 
to seek those areas where we need ultimately to find 
solutions, to ask for your help in identifying the 
areas, and perhaps to ask your assistance in seeking 
or going some distance in the seeking of solutions 
in those particular problems, 

Now, Mr. Hulbig, you are the chairman, 
I believe? 

MR, HULBIG:. Yes, sir. 

THE CHAIRMAN: Do you have anything you wish 
to say to us, or shall we start asking you questions? 

MR, HULBIG: I think, Mr, Chairman, if you 
would start asking questions, I have nothing in 
particular to add, 

THE CHAIRMAN: Mr, Stewart? 

MR, STEWART: Thank you, Mr. Chairman, 

Gentlemen, this submission which has been 
filed on behalf of the Canadian Bar Association 
essentially sets out a number of the questions which you 
suggest this Commission should consider. My thought 
would be that what we might do this morning is discuss 
the questions informally and more or less in the order 
in which they are set out in your submission. 

So that starting at the beginning, at the 
top of page 2, I observe that your first heading is 
"Pax Legislation" and I think that .in the first two 
paragraphs under that heading what you are basically 


doing is suggesting that perhaps we should develop some 
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new techniques in this country for dealing with tax 
legislation, JI wonder, for the assistance of the 
Commission, if you could develop that a little bit and 
tell us whether you consider: there is a real need for 
such techniques, what the advantages would be, and 
whether or not there would be any corresponding dis- 
advantages, 

MR, EDWARDS: Mr, Chairman, Mr, Stewart, 
this is a matter which we discussed at some length, and 
I think it was the feeling that there was a very 
definite need for some continuing group to keep tax 
legislation under review, At the time the Srabert 
Act was enacted in 1940 it was pretty well co-ordinated, 
but from year to year, as specific problems arose, 
amendments were made, I think it was our impression 
that in many cases the amendments were made specifically 
to cover specific problems without sufficient con- 
sideration as to how the amendments fitted into the 
structure of the Act as a whole and, as a result, the 
Act has gradually, over the years, become more and more 
out of balance in some areas, 

So that it seemed to us a solution would 
be to have a permanent group established to deal with 
tax legislation, I shouldn't say a solution, but I 
think this is a matter which should be very definitely 
considered, so that legislation could be considered 
continuously but by a group which has a perspective over 
a lengthy period of time, rather than on a hit and miss 
basis,so to speak, which I think has been too frequent 


in the past. 
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MR, HULBIG: Mr. Chairman, I think also 
there is a question of timing here, the question of 
the time it has taken government to react to a specific 
situation, Those of us who have been making submissions 
over the years have wondered sometimes what happens 
to our submissions and also whether they were receiving 
consideration, and because of the cloak of secrecy 
that exists today, we were not able to receive any 
understanding of the process, We pointed out areas 
which called for review and perhaps action, and 
nothing would happen, We felt that this group might, 
as I.say ,iavevauthority to confer with the public and 
perhaps contribute to greater understanding pon the 
part of the public as to what tax problems were and save 
a great deal of time on all sides, I would like to 
say something about the length of time it appears the 
administration takes to react to situations, and we 
felt it might be hoped to cut down that time. 

THE CHAIRMAN: May I ask if you are thinking 
of a committee which would hold public hearings? Would 
publicity be useful or not in such a matter? 

MR, HULBIG: I don't know that our thinking 
has progressed that far, sir. 

MR, STEWART: How would this suggested 
system tie in with the traditional attitude towards 
budget secrecy in this country and other countries? 

MR, EDWARDS: Wel], I think they would have 
to be modified to take account of that, Mr, Chairman, 


I think there are many matters which are dealt with in 
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the annual revisions of the Income Tax Act which are 
not referred to in the budget, what are sometimes 
called the technical amendments but which are sometimes 
very far-reaching. I think on matters which involve 
changes in rates or significant developments which 
the Minister of Finance considers should be presented 
in the budget, that that would have to take priority 
over this committee, But I would think that the 
Minister of Finance would have available to him this 
committee for assistance and recommendations in 
connection with his budget. 

MR, STEWART: In any event, I take it food 
your second paragraph that you would consider after the 
budget came down there should be ample opportunity 
afforded to members of the committee to comment on the 
suggested provisions and the consequent legislation, 

MR, LEMAY: That would seem to defeat the 
suggestion just made, to make sure that the same 
logic permeates the whole Act in its entirety and 
modifications will not be made that do create problems 
from a technical point of view, that is outside 

of rates of taxes which the Minister of Finance may 
require to finance his own budget, But the rate 
structure is mentioned only in a few sections of the 
Act and the remainder of the Act concerns its 


application, 
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B-AG-hb 


THE CHAIRMAN: Mr. Stewart, I think my 
understanding is correct, that this concerns all tax 
legislation, not just the income tax, 

MR. LEMAY: That is right. 

MR. STEWART: But is there not a problem 
beyond that of rates? If, for example, the budget is 
going to contain a new type of tax, or if there are new 
provisions imposed which radically transform the tax 
picture, are you suggesting that that type of thing 
should be disclosed and discussed before the budget 
comes down? 

MR. LEMAY: Not items which are the 
government's secret normally, as to tax rates, because 
some taxpayers would take advantage of that unduly, and 
others would not be in a position to do so. But 
generally, let us imagine that in 1960, I believe 
Section 11 was amended to enable a taxpayer who had 
received a loan from his company to reimburse the 
company. Well, that is a type of legislation that does 
not affect the tax structure as such, but re-established 
the equilibrium of justice that should permeate the 
entire Act. There are other amendments to similar 
sections that can be done, and legislation can be 
studied by such a group of persons that would constitute 
either a consultative committee, or whatever you might 
call it, but, as Mr. Hulbig was saying, it should be a 
group of persons that have a view of the history of the 
Act, to see its evolution, and not just make amendments 
for the sake of making amendments and, let us say, 


filling a hole by opening up a new one. 
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1 MR. STEWART: Yes, well I am just raising 
2 the question I think, Mr. Lemay, whether there would be 
3] matters other than rates which the administration would 
4 not wish to disclose to the public, or to the Committee 
5 you are suggesting, before the budget actually came. 
6| down? 
7 MR. HULBIG: Well, I think it is perfectly 
eI clear, sir. Obviously there are areas. I don't think 
9! we can define them all here, but certainly we have 
10 precedent in the introduction of the Estate Tax Act, 
11 leaving it lie fallow for a year or so, and we think the 
12 same applies in many areas, where something similar 
13 could be done, or the ideas that are being generated in 
14 the Department of Finance could receive more public 
15 study before being adopted. I would like to see this 
16 as a two-way flow. There is a certain amount of 
17 expertise that has grown up in the country, and we would 
like to see it available before the fact, rather than 
after the fact. 

COMMISSIONER PERRY: Do you feel that the 
proposals made in paragraphs 1 and 2 involve substan- 
tially new departures from the procedures here, or 


whether in effect they are not simply elaborations of 


Department of Finance, I would say that paragraph 1 is 
the same position as at present. Nor perhaps would the 
conferring with the public have the implications that 
you have in mind. 
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from present practice, and the extent to which it 
represents a novel development. 

MR. EDWARDS: On that point I think the 
suggestion we put forward for consideration would be 
that this group might be given its own quarters, with 
its own chairman, and put on this job full-time, with 
people who have a background in the Departments of 
Finance, National Revenue, and Justice, but who would 
become a full-time, permanent tax legislation committee. 
I think that is one of the principal changes. I think 
that you are much more familiar than we are with it. 

COMMISSIONER PERRY: I think I can anticipate 
one or two of the questions that the administration are 
going to ask, No. 1 being, where are they going to get 
the people? 

MR. HULBIG: Of course, that is one of the 
reasons that has generated this question, the fact that 
we seem to have too few people. They are very able and 
extraordinary people, but the problem is that they are 
too busy. 

THE CHAIRMAN: Perhaps such a group as you 
have in mind would in fact receive the submissions that 
are customarily addressed to Ministers. In fact they 
would serve as an alter ego of the Minister in this 
particular field. Is that along the lines of your 
thinking? 

MR. HULBIG: Not necessarily, but it could 
very well happen in that fashion. I think that we 
shoud direct ourselves along the lines we have 


suggested, and I think we get your drift in this 
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D4 


connection, so we should go away now and think about it 


2 very carefully, and come up with more specific sugges-~- 


3 tions. 
4 THE CHAIRMAN: Thank you. 
5 MR. STEWART: I take it then that the reasons 


6 for the suggestion in the third paragraph under this 


heading are essentially the same as motivated the 


~7 


8 changes suggested in the first two paragraphs? 


9 MR. HULBIG: Yes. 

10] MR. LEMAY: The only thing is that under that 

11 paragraph there might be economic considerations, whereas 

12 under paragraph 2 there might be just legal considera- 

13 tions. It could be. 

i) MR. STEWART: Going on to the fourth paragraph, 

7 where you raise the question whether tax legislation 
| should be concerned with general principles, and whether 
| 


17; so far as possible lengthy and complex provisions 


18 should be avoided, could you give us some background 


comments on that suggestion? 

MR. EDWARDS: Mr. Stewart, I think that it is 
very difficult to generalize on this topic, but there 
are certain areas, for example, the sections relating 
to corporate distributions and designated surpluses, 
in which there are numerous lengthy sections, which 
defy almost anyone to understand them, and t think this 
is tied in with the earlier comment to some extent, 
because I think these provisions have probably grown 
out of rather hasty consideration of specific problems. 
Well, I don't know, but it would appear that these 


sections have become so complex that they create new 
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problems, which require a new section under the present 
approach to tax legislation, which is one of attempting 
to cover every possibility, every possible conceivable 
situation. 

MR. STEWART: Do you think that it would be 
possible to achieve real simplicity in the legislation 
without either restoring some degree of administrative 
discretion, or possibly setting up administrative 
tribunals, which would have authority to decide ques- 
tions of application? 

Mr. LEMAY: If we use the same example that 
my confrere was just using, and dealing with Sections 
81, 82, 88 and 89, on distribution, why does the Act 
allow the taxpayer to actually issue preferred stock, 
and redeem them? In fact it is just a matter of 
procedure, that it is not necessary if there were a 
principle in the Act saying that if you have done 
things that purport to do these, that is enough, but 
then to satisfy the amendment that was put into the 
Act as such for distribution of surplus, you have to 
actually in many instances amend your Letters Patent, 
obtain additional authorized preferred stock, issue that 
stock, and redeem it. Now, that is cumbersome for 
nothing, and if, without going into specifics like this, 
for example we could remain with the principle of 
Section 3, and try to deal with surpluses in the same 
way, I think with a better understanding and a better 
philosophy in the air. 

MR. STEWART: Let me ask a question which I 


think is related here to this point. Now that we have had 
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the rule of law expressed in the Income Tax Act for 

some years, how do you think that has worked out? Do 

you prefer the rule of law now in effect to the existence 
of administrative discretions? 

MR. LEMAY: Well, could I use as an example the 
jurisprudence set up by the Supreme Court of Canada, and 
that is of capital gains. These principles are pretty 
well examined now that the courts will examine the 
intentions of the taxpayer at the time of acquiring the 
assets, his conduct during the ownership, and the way he 
has disposed of these assets. Now, that is the rule of 
the law as interpreted by the courts, and everyone con- 
versant with the decisions of the court could pretty 
well determine whether a gain is taxable or not, whether 
it is ordinary income or non-taxable income. There will 
be always the fringe cases, where the courts have to 
decide, but if you try to take all those cases that 
have been examined by the courts for the last 40 years 
on the subject, you would probably have to write a book, 
whereas actually the evolution of the jurisprudence has 
reached such a point that it is pretty clear what is 
capital gains, and that is a rule of law. 

MR. STEWART: Of course, Mr. Lemay, this 
process does take a little time, doesn't it? 

MR. LEMAY: Yes, but I imagine that if every 
time that a group of legislators want to make a 
proper definition, and they have to define words that 
they have used as definitions for other words, instead 
of having Section 139, as you have it, you may have a 


whole book to replace Section 139 actually, and you would 
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have still to refer to the court to determine whether 
those statutory definitions mean exactly what they -- 
well, what they appear to mean. 

THE CHAIRMAN: Mr. Stewart, might I ask these 
gentlemen if my understanding of what they say is 
correct, namely that the area of doubt with regard to 
capital gains is becoming narrower as time goes on? 

If in fact a lawyer finds it easier now to advise his 
client as to what is likely to be taxed in respect of 
such transactions than he could, say, ten years ago? 

MR. LEMAY: Very much so, Mr. Chairman. It is 
much clearer, and the jurisprudence has really brought 
in definitions. 

MR. STEWART: Mr. Lemay, would you agree that 
nevertheless there appear to be a remarkable number of 
these, what you call fringe cases? 

MR. LEMAY: Well, I beliwe the taxpayers will 
take chances all their life, and try to get away with 
taxes, and they are testing their actions before the 
court. 

COMMISSIONER PERRY: I wonder if I might ask 
a more general question here, in an attempt to reine 
this issue a little bit. Is it not true that the 
essence of your suggestion here is that the treatment 
of rather complicated situations in business, and in 
tax practice, be made more simple in the Act? 

Or, putting it another way, is it not true 
that the Act, as it applies to five or six million 
people who have never heard of undistYbuted surpluses, 


and never will in their lives, is really quite 
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presentable and readable and forthright? The first 

60 sections of the statute, in other words, are 
basically unchanged since the revision of 1949. So, 

as I heap your comments, they appiy primarily to a 
very esoteric kind of tax problem, which is encountered 
by lawyers and accountants in their daily practices, 

I don't minimize these problems one bit, but is it 
not true that this is the area in which you are really 
seeing the complications, and that by nature these 
really are extremely complex situations? 

MR. HULBIG: I think that is true, Mr, Chairman. 
Now, I think what we are trying to say is that we have 
become disturbed by the trend over the years to 
proliferate and what we consider because of the lack of 
opportunity in our system to find out beforehand what 
has been thought of, and then having to struggle with 
it afterwards. Maybe there is nothing that can be 
done, but we are saying the Act is growing bigger and 
more longer and more complex divisions seem to be 
brought in annually, or semi-annually. Is there some- 
thing that can be done to simplify the treatment? 
We have heard so much about business decisions, and 
how much they are affected, and how much time is being 
spent which might be more profitably spent elsewhere, 
and that sort of thing. 

THE CHAIRMAN: We are bound to be concerned 
with regard to the matter Mr. Stewart raises, namely 
rule of law as opposed to Ministerial discretion. 

MR. HULBIG: Once again, can we establish 


absolutes in the thing? I don't think we can. It is 
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1| merely a matter of which end you are approaching it 

2 from. 

3 COMMISSIONER GRANT: May I make an observation, 
4) Mr. Stewart? Would it be approaching the thinking of 

5 you gentlemen if it were to be put in this way, that by 
6| virtue of a series of decisions which have now come 

7 down in the interpretation of some of the controversial 
gi sections of the Act, that it might be possible to 

g]| rewrite certain sections of the Act in the light of the 
10 law as it now stands, by virtue of the decisions which 
11] are now in the reported cases? 

12 MR. LEMAY: I have been concerned with new 

13 legislation, and the fact that the tax Act might grow 
14] to be a volume of a few inches thick. What interpreta- 
15|| tions might have been given to the Act up to now have 
16 failed to clarify those parts where there was 

17 uncertainty, and where we have reached a point where we 
1g] are a little more certain about the interpretation of 
19 the Act we might go backwards if we change those 

20 sections, trying to write in what judgments there are, 
21|| because we will use different words, then we will have 


22|| to have the courts interpret them again. 


23 COMMISSIONER GRANT: You see a danger in 

24|| that? 

25 MR. LEMAY: ae, 

26 MR. EDWARDS: There might be cases where that 


27|| may be so if the decisions were leading to some result 
28 | that was considered to be undesirable for some reason 
29 | relating to policy, but I think Mr. Lemay's point is 


: that unless there were some such trend in the decisions, 
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the Act should be left as it is. 

One example that we have mentioned in our 
brief, for example, is the case of deductions. It may 
be that the rule relating to deductions should be 
changed in some way in the light of previous decisions, 
but I think you have to look at each problem on its own. 

COMMISSIONER GRANT: Yes, of course you do. 

MR. STEWART: May I suggest this, that I 
think it would be very helpful to this Commission if in 
your ultimate submission to it you could give some 
concrete examples of how you think the legislation could 
be improved by the use of general weineiples, rather 
than complex piey taicue “Ta coher words, if you take 
particular piiGations in the present legislation where 
a particular section may run to several pages. If you 
think that what is dealt with there is capable of being 
dealt with by the statenent of a general principle, it 
might be of considerable assistance to the Commission 
for you to indicate that, and without attempting to 
draft the new section, just indicate what thie general 
principle in your opinion should be. In other words, 
what I am getting at is this. It is relatively easy 
to say that what we need in the legislation are expres- 
sions of general principles. It may be more difficult 
to take particular provisions that you think are 
unnecessarily complicated at the moment and deal with 
the point on the general principle method. 

Now, Mr. Chairman, I may be going too far in 
suggesting that that would be helpful to the Commission? 


THE CHAIRMAN: No, I don't think you are going 


, i be oe we at i 


¥ eta eiowe tS 
t 


ee 3 ache ‘we htiade a 
nue at bosatange sued oy, 2d elqesxe end ee 
yn af encteanbab Ween wat Ut  olamaxs 01 Aare | 
od bfoorte enotioubeb of gatzeter elie ‘oad dane od Ps 
‘aauutoad neickvaeg, Ya SAuti wid ot us ale ax SR 
mo 921 a9 maisory Hate I Hoot 3? eved.uoy Snide Y did 
9b vor strivoo 20 .28¥ eMuAsD AawoL BETIMDD satiah 


| T act ets? Seenawe gat MATE 
oy: . 
fa | gt t nddéateens ntdt- av Svtated sens ef bivow aE aaa 


a wa esine ovis blue voy th of nolpetexive eteuliiy anoy jer % | : 

a “o— - BEgee nahin ery my Loy, wor to 20 Sqmaxe ed vrodea ft i. * 
“4 | : Tensor aoigtonheg Lausney to eeu eit yd Devowgmt ‘ed a a 
Mi un . owe: Hoy tL .ahwow teddo AT sandlatvorg xsiqmos aadd BS | 
ng) 
i | etuiele cotsntvtged greeera ead at scolieutte saluotieaq § a i at 
th | wey TL .segeq Lereves of mut yom mottoee talueldueg a at me ay 
‘ | arted to eldages ef etadd déiw ¢fesh ot tanw ged tetas: a ; " 


t : = . ? 
\ | #2 ,9fgbontva Isveneg @ Yo tnemetsta ocid yd cttw sigeb. 
: 


oo | . not ea tmec of3 oF sonsdaiaas eldureblanos to od aot mit 

‘ : o? potiqeedie ducetew bens ,3ad? ofgothat of OY a 

i BK 

ie | kenenag et? dee wiantiat dat qgokdowa wen etd Hex 

| ; ,Rauow testo At . oc iL vorte nobnateo suoy mi siqtontsg ie 
. if i yans vt rovivales si oi 6,Bhdy et oe engin me 2 all te , 
at | “BOTIRG ours nottalelwet ory at oan ‘ow Jew dad qae oF re . 
at . SivelTtld atoe ad wa wi .eeigrontag Laxoneg to anos. 2 : ch 
s eis sie? voy tard eeerrnen ‘we Lueiineg wand ot 

G Siw tasb bas dremom oid 38 beteolignos vidwanasoonmy 

sy -boien vigtoatrg Lereneg st no intoq oat | 


ge ast 00? gatog ed amt  semtam® a walt tet nn 
Tool ea.tmacd edd of | button ed bivow dardé sou | 


OD i a ag i 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 366 


a bit too far. 

We have in the tax laws a tremendous contrast. 
The Excise Tax Act virtually operates on what I think 
you mean by general principles. I am not too clear. It 
operates almost entirely on the exercise of the discre- 
tion of the Minister and his officers. The Income Tax 
Act at one time contained something over 70 references 
to the discretion of the Minister. Now I think there 
are something like one or two. Do we have a better 
Income Tax Act now than we had before? Do we have a 
good Excise Tax Act? Perhaps one is 604 for one situa- 


tion and the other is good for the other. 


ay ray 


ie eae =p i a eae ee aan 
: rr deer IN0. mvobaawMNd 8 aMAt XA edd ak ovad, si ee 
. 
. 
. 


| soon, sug mo nocnman eitaway dake sant we Le 
or nents O03 Jor ws T seetatoming Lenares wi masm aoe | 
~#palb eft Yo setowxe edd no vietkine séonts sodegeqo 
ROR won’ este ibeiaiiedaiaibasbncnyiceaniess:< 
i esoreieto1 OF revo, anldéomon Lontedned, at? ono 28 $08 
4 “ores sick wot -tedetaIN ody Yo mabtoreard ont of 


i 


etal. On) at 


seated & awed ow oft awd ‘to Gg SATS aotstemoa: oe 
S eyed oe oft bi bad ow nant’ Won oA. alt smociett 


aeh cose 
Pe 


Ban 1 SReRe Onto tor boog ot Bitte ata agacnet S7OA xe SelOxE Doug |. u 


Pek . teas wit tot boo alt tonto oft bes ete 
Bae By 3 | ey 
ne 
‘ 2 i 
) 
Uj ) 
Sey : 
: 

Wes 7 
‘ 
Vigne 5 
ho) 7 
for i 
ote : o- o 
ia T 

a } 
pee 
4 4 ; 
0 | ena H 
home 
ne 

ih i 
pes 
q ee “ 
J ane ial 
Ieee ; 

7 ~~ 

a a oe he 


c/BL/Je 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 367 


But certainly where lawyers would be of immense help 

to the Commission is to give us their views as to where 
the Income Tax Act should be tightly buttoned up on 
rule of law or whether there should be some relaxation. 
Certainly more discretion would support more simplicity 
but would itvavoid uncertainty? 

COMMISSIONER PERRY: Mr. Chairman, I wonder 
if I could put this situation as I see it, and I won't 
say as a layman but as a non-lawyer, It seems to 
me that the first decision one has to make is whether 
one is going to have a mass of words on paper forthe 
taxpayers in the application of tax laws. Is it 
the most satisfactory way to carry out a satisfactory 
compliance with the tax laws that somewhere things 
have to be written down? . Then I go on from there 
and say, having crossed that bridge, who best can write 
these words down? The administration, the legislature 
or the courts? Obviously all three are going to have 
some hand in it. when/it is mainly a question of 
emphasis, who is going to put the majority of these 
words on paper? And you can visualize mixes in which 
the emphasis is quite different, with quite different 
results, I must say that this is the way I visualize 
the main proposition has to be answered, First of all, 
decide how many words have to be put on paper, whether 
we go back to an underground grapevine situation of 
communication which we had at one time or to have 
some codification of some kind or other, and then decide 
where that codification is to take place, 


MR, LEMAY: As a matter of principle, take 
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1 Section 12,(1)(a). There are very few words there, 
C-2 2 and yet the admissibility of expenses is contained in 
3 those few lines. That is a nice statement of principle, 
4 and unless expenses are allowed as to non-business 
5 or non~production expense, they come under Section 12 
6| (1)(d). But then there is a flaw in 12 (1)(d) because 
_ under the regulations under 11(1)(a) sometimes you 


gi cannot claim capital cost allowance under 12(1)(a). 


9 It is to try to keep it within the rule of law that 
10 all taxpayers should claim the same treatment and 
11 without going into pages and pages of explanations. 


12 COMMISSIONER PERRY: In my concept this is 


13 an area where a lot of wording has been put on paper, 
14 in this case by the courts. sometimes coming out with 
15 results which some taxpayers feel are not desirable, 
16| MR, STEWART: This is a subject which I 


17 am sure we can discuss for the balance of the morning, 


18 but I think it would be helpful to the Commission if 


19 wecould get on and attempt to cover most, at any rate, 
of your submission, 

Your next heading is that of "Civil 
Liberties", and I wonder if you could enlarge on what 
you say there and describe the general nature of the 
problem which you think that the Commission should 
consider. 

MR. HULBIG: This is one of Mr, Lemay's 
special enthusiasms, I think. 

MR. LEMAY: Well, there have been cases 
where the Department searches the premises of tax- 


payers, undoubtedly with good reasons, and we are not 
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questioning the right of the Crown so to act at all. 
But the procedure which is used is a long way away 
from the procedure in criminal matters. There you may 
have a group of members of the R.C.M.P. and the 
special investigation branch of the Department of 
National Revenue going into the residence, domicile, 
business premises, banks and all places where a tax- 
payer may do business. It may involve, let's say, a 
group of 50 persons one morning who go down to various 
places and cart away indiscriminately everything they 
think might be useful for the purpose of the search. 
Up to there, if it is a matter of bringing in evidence 
to show that the taxpayer has evaded the Act, the Crown 
still acts within the authority granted by the Act. 
But what has happened to the procedure in so doing? 
Any information I have heard and I know of, I have 
never heard that the procedure was carried out 
differently; the affairs or the things of the taxpayer 
would be carted away without a process of seizure, 
listing all the effects being taken away, being left 
with the taxpayer at the time of the seizure. 

That is one point. Whoever seizes normally 
leaves a receipt with the person against whom the 
seizure was taken. We don't have any disposition in 
the Act actually to provide such protection of a 
citizen. The taxpayer, in fact, does not know what 
has been taken away completely. In the actual course 
of doing it it seems that the Department makes some 
sort of an inventory so many days which I cannot 


stipulate after a seizure has taken place and it does 
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not seem to complete the inventory that the taxpayer 
should have in order to enable him to prepare a case, 
if he has a case to prepare, and in these circumstances 
he has a case to prepare, and he may require two 
documents which have been taken from him and which 

he needs to prepare his appeal either against an 
assessment or other procedure. 

The secrecy of the procedure also prevents 
generally the taxpayer, through his representatives, 
whether they be his chartered accountants or his 
lawyers, to be in a position to work confidentially 
with certain documents which have been seized and 
carted away. An examination of the documents is 
always made, presently, under the scrutiny and under 
the eyes of observing officials of the Department, 
which undoubtedly would cause prejudice to the taxpayer 
in preparing his own defence, as he has a right to 
under the law generally. 

The absence of provisions in the Act 
actually has left open this area which is already 
covered by appropriate sections in the Criminal Code, 
and it seems that the Commission would do well in 
examining the situation and finding out what could be 
enacted in order to ensure the proper safeguards 
for all concerned. 

That is one aspect of the comments. 

MR. STEWART: May I take it that in your 
final submission you will be making concrete proposals 


in this connection? 


MR. HULBIG: We will do our best. 
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COMMISSIONER MILNE: Mr. Stewart, may I ask 
a question here? 

Personally I have not known too many indivi- 
duals where seizure has occurred, but I do know 
specifically of three within the last two years, and 
certainly this point that you made about leaving a 
receipt for the documents taken, even an unfinished 
personal letter, is an important thing. But really 
what I want to ask you -- and this may be something that 
is simply a lack of knowledge on my part -- concerns 
the time in which a case, if there is a case, would be 
made. You can understand that an imividual, 
where seizure has taken place, certainly suffers mental 
anguish and it might throw a reflection on him or her 
whether or not there is a case. The reflection will 
Seine in the minds of people for some time that this 
could be so. 

Now, is there a length of time in which a 
case must be brought against that person or can it go 
on indefinitely? 

MR. LEMAY: The only principle contained 
about the action of the Minister, I believe, is in 
Section 46, where the Minister is supposed to assess 
diligently the return of a taxpayer. Now, as a matter 
of fact, cases have gone to two, three, four, five 
years before being assessed and before the taxpayer 
knows what he should expect in the matter of taxes. 

The Department has also taken sometimes years after a 
search to determine what additional taxes or penalties 


and interest should be assessed against the taxpayer, 
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and I have been wondering if, with the resources that 
the government has at its disposal, more people could 
not be employed in those branches of the Department of 
National Revenue so as to ensure a more diligent action 
in respect of every such case. Undoubtedly, there is 
room for improving it. 

COMMISSIONER BEAUVAIS: Would you state a 
timit limit, Mr. Lemay, in which to take action? 

MR. LEMAY: Well, in my early years 
"diligently" meant something, but according to what has 
taken piece recently, it may mean anything up to ten 
years. It takes a longer time than it would take if 
there were more people in the Department. 

COMMISSIONER BEAUVAIS: Would you suggest 
inserting in the Act a time limit? 

MR. LEMAY: Personally I think there should 
be a time limit. Inasmuch as the taxpayer has a burden 
to do certain things within a time limit, then the 
Department should also do the same thing. 

THE CHAIRMAN; I presume the taxpayer would 
have the right to waive, as I think the practice is in 
the States. I suppose when he is required by the 
special investigation branch, he is pretty apt to agree 
to such an extension. 

MR. LEMAY: There was something about a 
waiver, about a four-year time limit, but that is ona 
form prescribed by the Minister, and once you have 
waived on that form, then you waive all your life. I 


tried to devise a form, it was new legislation, 
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and send it to the Department and say we are allowing 
the Department an additional six months to examine the 
situation, we think it will mean diligent operation, 

and the departmental officials were obliged to say 

they were not allowed to accept that, it must be on a 
form approved by the Department, and the taxpayer has no 
protection as to the four-year time limit. 

MR. STEWART: Gentlemen; could we deal with 
this question of departmental interpretations? The 
first question you raise is whether the Department 
should be asked or required to publish interpretations 
of the legislation or, I suppose, the regulations. At 
the present time and as a result of the thinking that 
you have given to this up until now, do you eae 
that this would be desirable? 

MR. HULBIG: I don't think, sir, we can 
speak in terms of committing anybody at this time. [I 
think we probably have different views among us. 

All we can say is that it is a lively subject which 
has received a lot of consideration. 

MR. STEWART: What about the question of 
advance rulings? 

MR. HULBIG: I think I must make the same 
reply, sir. 

THE CHAIRMAN: I presume, Mr. Stewart, 
that when one gets into this area it goes hand in hand 
with granting some discretion in the Act. If one is 
going to ask for advance rulings, it is really a 
statement by the Department as to how they are going 


to operate. 
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MR. HULBIG: Isn't that inherent in the 
system, in any event, whether you give the Minister 
discretion or not? It is merely saying you tell us 
how to act in this situation or do we have to go to 
court to find out? I am afraid I can't express the 
view of the Committee whether we agree or whether it is 
advisable. It has many endearing features to those who 
are not as close to the actual operation as others. 

COMMISSIONER BEAUVAIS: Don't you think it 
is general practice to ask the Department for an advance 
ruling? 

MR. HULBIG: Yes, as a convenience. It is 
a question of whether it is for all to see. 

COMMISSIONER BEAUVAIS: I was thinking of 
special cases. 

MR. HULBIG: Yes. But it is not theoreti- 
cally binding, although in practice it is generally 
observed. But it disturbs people, the fact that they 
may get a ruling and it is not binding. It doesn't 
disturb the lawyers who practise near to Ottawa, but 
it may disturb those who practise further away, find 


it difficult to make an approach. 
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THE CHAIRMAN: Then I think, Mr. Hulbig, 
that we have all found from time to time that the 
Department has decided not to act in respect to 
certain matters, or they have run short of staff, and 
there is no way by which the taxpayers can acquire 
any of these things, 

MR. HULBIG: Exactly sir. 

THE CHAIRMAN: That may, for all I know, be 
a perfectly happy way to leave it, but it would seem 
to be a compromise, wouldn't it? 

MR, HULBIG: Itwould seem to me to chart 
a course between two evils if we can, 

COMMISSIONER PERRY: This question of the 
degree to which these rulings are binding is fairly 
¢rucial, My recollection is that the American rulings 
are not binding, that the administration reserves the 
right to withdraw a ruling. In practice they very 
seldom do, but in law they are not binding. 

MR, LEMAY: But one improvement that could 
be made would be publication of the Department's 
interpretation, For instance, as part of the Assessor's 
Guide. Actually, the Department makes it a secret 
as fo how it interprets certain sections, If you are 
familiar enough with the practice of the Act,you know 
that whatever the Department does it can't go on 
indefinitely contradicting decisions of the Supreme 
Court of Canada, but yet for general application the 
taxpayer should be in a position to know how a different 
set of circumstances are actually given interpretation 


by the Department, There is no use being secretive 
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about that, It is the way the Department is going to 
assess a taxpayer under the Act. Why not say it 
publicly? 

THE CHAIRMAN: I am not altogether sure 
that it is particularly fair to expect the Tax 
Department to make a declaration of that kind in advance, 
I think that we want to be careful that we are being 
fair in these matters. The Department is in the 
position of replying to such requests, The law is 
as clear as it is possible to make auch a law, 

We may eventually decide to dispute the 
matters, Why should they commit themselves in advance, 
any more than you should commit yourselves in advance? 
We are parties, and each side should be equal, 

MR, LEMAY: The taxpayer may not become 
subjectto the penalties under Section 56 for instance, 
If he knows that the Department is going to do certain 
things, he might decide to contest the Department's 
decision openly, and of course there would be no 
penalty under Section 56 for doing so. But he may 
make an error, by not doing some things because he 
ignored the Department's attitude, which is quite 
different from a ruling, 

MR. EDWARDS: Mr, Chairman, I think that 
one aspect of this is that the rulings made facilitate 
the progress of business decisions, because in many 
cases taxpayers are reluctant to proceed with some 
steps which they feel as a business matter they should 
do, but because of the fact there is some tax danger 


they don't wish to do it, Now, maybe the Commission 
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should consider whether in the interests of furthering 
the business of the country people should be able to 
determine at least what position the Tax Department 
will take if they take a particular step. 

THE CHAIRMAN: Yes, I think that is a strong 
argument in favour of it, 

COMMISSIONER PERRY: You might not be 
furthering the business of the legal profession though, 

MR, EDWARDS: No, that is secondary. 

MR, STEWART: We come to the main heading 
"Income Tax", and your first subheading is "Assessment 
and Appeal Procedures", Are there any points which to 
you are of particular importance under that particular 
heading, or subheading, of Assessment and Appeal 
Procedures, because if not, and having regard to the 
time element, I would rather move on to the next heading, 
which is "Tax Evasion and Avoidance"? 

MR, LEMAY: There would be one point, 
Mr, Chairman, and that is that the Act really offers 
no relief to the taxpayer who, for any reason whatsoever, 
had let the 90 days go by. Now, in the Province of 
Quebec, for instance, a defendant in a case might have 
gone to the point where default is taken against him, 
where even judgment has been entered against him, The 
judgment has become executory, and he learns of the 
judgment at the time seizure is made of his assets, 
If he comes to court with a proper petition, explaining 
the reasons why he has not offered a defence, and 
offering his defence at the time, the courts normally 


will enable him to make either an opposition to judgment, 
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1 or what is called under the Civil Procedure Code of 
p-4 2 the Province of Quebec, a civil petition. 
3 Now, actually it happens that taxpayers 
4 are being penalized because they want to delay on the 
5 Qlst or 9end day, and the Minister is not empowered 
6 to say, "All right, I accept your reasons as good and 
| valid reasons", and there is no relief for that, 
8 Now, it seems that the taxpayer should be allowed, 
g| within such reasonable time as he learns of that default, 
10 to apply either to the Deputy Minister by simple 
petition for relief and authorization to file notice 
of petition to start with, and if his default is the 
failure to appear either before the Tax Appeal Board 
or the Exchequer Court, then he should have authorization 
to petition those two bodies to be allowed to enter 
his appeal. 

Actually there is no relief whatsoever in 
the Act. 

MR, EDWARDS: I think in England the court 
has a discretion to grant an extension of time if there 
are circumstances which warrant it, Mr. Chairman, 

COMMISSIONER PERRY: Just for the record, 
Mr, Stewart, I wonder if you should not ask whether in 
(c) the word should not be "objections", rather than 
"objectives" ? 

MR, LEMAY: Yes. 

MR, STEWART: Well now, when we come to this 
question of tax evasion and avoidance ~- 

MR, LEMAY: Mr. Stewart and Mr, Chairman, 


there is this question of limitations on 
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re-assessments also, and I am sure that a few members 

of this Commission have read the case of the Minister 

of National Revenue versus Maurice Taylor, as Respondent, 
and up to that judgment everyone that I know of who is 
interested in the Income Tax Act thought, and was under 
the impression that there was a four-year statutory 
limitation on everything else but fraud in favour of 

the taxpayer. Now, in the Taylor case the word 
"misrepresentation" appearing in Subsection IV of 
Section 46 has been interpreted as referring to 

innocent, as well as wilful or fraudulent representations, 
which means that an innocent party -- and as an 

example, anyone can forget let us say a bank balance 

of #25 in a savings account, and having omitted to 

report the interest accruing in that forgotten bank 
balance of let us say 35 cents per annum, would be 
subject to re-assessment actually under that judgment. 

Now, up to that time everyone that I know 
was under the impression that the Department could re- 
open and re-assess only in the case of fraud, It 
sepms that someone should examine the possibility of 
stipulating restriction and limitation of action on 
the part of the Crown in favour of the taxpayer where 
there is innocent error or misrepresentation, 

MR, STEWART: Mr, Chairman, I know that these 
gentlemen are not really trying to avoid the discussion 
of tax avoidance, Perhaps coming to this heading you 
could describe in general terms the problems which are 
referred to, or implicit in these three questions that 


are raised in your submission? 
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MR, EDWARDS: I think, Mr. Chairman, that 
this question arose -- there has been a certain amount 
of discussion of this point in legal publications and 
addresses in the last few years. There have been 
cases particularly in connection with the corporate 
surplus distributions which I think our feeling is that 
it has arisen out of the type of legislation that 
exists in that area, under which there has been a 
lot of tax avoidance, or attempts at tax avoidance, and 
I think that the question has been raised in certain 
cases as to how far tax avoidance can go before it 
becomes tax evasion, 

I don't know that the principles are very 
clearly laid down anywhere at the present time, Ni 
think generally that the question of tax avoidance 
arises where there are two tax results for a similar 
type of transaction, depending upon which way you do it, 
A tax may be imposed at a heavier rate, for example, 
on a particular type of corporate distribution if it 
is made under Section 28(1i1) out of a designated surplus, 
Or some method of corporate distribution might be made 
entirely tax free, and it becomes quite obvious that 
the people who are going to enter into this type of 
transaction will attempt to bring themselves into the 
tax free category, while somebody else, who is achieving 
the same result, is taxed in a very heavy way because he 
has not obtained the best advice, 

Now, there are borderline cases, and I 
think they are only borderline cases possibly where 


all the facts have not been fully disclosed, where the , 
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suggestion has been made that if tax avoidance becomes 
tax evasion it should be subject to prosecution, I 
don't know how far this Commission can go in delineating 
the dividing line. 

COMMISSIONER PERRY: One seems to observe 
that this year's tax evasion is next year's tax 
avoidance, These are not really finite concepts, 

MR, LEMAY: Maybe that phrase, tax 
avoidance, hinges on the principle of strict inter- 
pretation of a statute such as a taxing statute, 

THE CHAIRMAN: Well, wouldn't you say that 
the difficulty is probably caused by the word "improper" 
in Section 138, or the words “unduly or artificially" 
in Section 137? I think it is necessary to read those 
to bring the transactions under Part 6, Isn't that 
correct? 

MR, LEMAY: Well, if the word "improper" 
was taken away, then the situation of the taxpayer would 
certainly worsen, because tax avoidance would be 
considered in about the same way as tax evasion, 

THE CHAIRMAN: But what I was hoping to 
express to you gentlemen, who are experts in the use 
of words for the purpose of statutes is, would it not 
be possible to find better words than those to which 
I have referred? Don't those words leave a tremendous 
area of uncertainty, and if the law is going to depend 
on this kind of words, are we going to be able to 
distinguish between what you refer to as avoidance and 
evasion? It seems to me that that is where the 


difficulty lies, 
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MR, LEMAY: It used to be recognized by 
the courts in very early jurisprudence that the taxpayer 
had the right to arrange his affairs within the Act 
so as not to attract taxes, and judgments have gone so 
far as to say that in England the Department was putting 
its shovel in the taxpayer's store, 

In this case it might be arranging by 
acking legally, and it comes to the point where the 
Minister decides that it is not proper to act in such a 
way, yet it is not written into the Act. 

THE CHAIRMAN: I hope that you will be able 
eventually to come forward and suggest a cure for 
this very troublesome area. Whether that cure be 
to kick out these offending words and change them for 
better words -- maybe there should be no Part 6 
whatsoever , 

MR. EDWARDS: Mr. Chairman, I think one 
point in connection with this whole subject is that the 
many areas of tax avoidance Bpring from the structure 
of the Tax Act itself, I think a lot of problems of 
this type would not exist if the Act were designed more 
closely, or at least as far as possible, to provide 
that similar situations will be subject to similar tax 
results, In that case, since we are dealing with tax- 
payers and human nature, we would find that there would 
be much less incentive for taxpayers to try to arrange 
their affairs to avoid a tax result if the change would 
bring them into a similar result under a different 
provision, In other words, where there are two trans- 


actions very similar in substance, or which result in a. 
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similar business objective, and they are taxed at quite 
different rates, that is the type of situation which 
breeds tax avoidance, 

THE CHAIRMAN: I think what we are really 
talking about is improper avoidance, which becomes 
evasion, does it not, and I presume that the word 
"improper" must be in there to indicate 

misrepresentation, or something unpleasant which has 
occurred to achieve a certain result? 

MR, EDWARDS: Section 138, I believe, says 
that something may be improper even though it is not 
Lilegal. Now, if it comes under that provision, I 
don't know whether it is necessarily tax evasion, That 
is the Section under which the Treasury Board may 
give directions, but it does not necessarily have to be 
evasion, I don't think, to be dealt with under | 
Section 138, 

MR, STEWART: That is Subsection 6, 


MR, EDWARDS: The evasion provisions are 


‘Sections 131 and 132, and some of the subsections of 


Seetion 132 don't make it clear that the avoidance, 

or failure to report, must be wilful before it is an 
offence, Also, there is the question of the individual 
who fails to report a transaction, and he has a bona 

fide argument that it is not coeie If it is arguable 
that a transaction is not taxable, is he bound to report 


4t? That is the type. of difficult question. 
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THE CHAIRMAN: Shall we come to order, 
gentlemen? Mr. Stewart? 

MR, STEWART: Thank you, Mr. Chairman, 

Gentlemen, I think that in order that we 
can be sure that we get your views or comments this 
morning on some points of major importance, I would 
like to skip about in the balance of your submission 
to some extent, and if it is agreeable I would like to 
move in the first instance to item (e) under the 
heading, "Aspects of Existing Law which Require 
Attention" That item relates to the treatment of 
corporate distributions and reorganizations, and I 
observe under the next heading that item (a) relates 
to tax free reorganizations, I wondered if you could 
indicate briefly the general nature of the problems 
that you think the Commission should have in mind when 
it considers these particular subjects? 

MR, HULBIG: I think basically in linking 
up the tax free reorganizations with the previous 
section we are aiming generally at what Mr, Edwards 
has already spoken of, in terms of achieving similar 
tax results where there are similar business results 
and that certain amalgamations, and 80 on, can be 
effected under the tax law without unfortunate tax 

consequences, whereas others cannot, 

That is speaking very generally about it, 
and having said that I would like to ena this over 
again to Mr, Edwards, who has more experience than I. 


MR, EDWARDS: Mr, Chairman, I think in this 
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1 field of corporate distributions, reorganizations, 

2 it is pne shining or otherwise example of a case where 

3 the Act is proliférated and becoming extremely complex, 
4 There are quite a number of lengthy sections dealing 

5 with corporate distributions, You can make corporate 
6 distributions at numerous rates of tax, depending on 

7 how it is done, In a normal case a dividend is taxable 
gi at the normal rate of 20 per cent Canadiancredit, if 

9 it is a Canadian corporation, and certain distributions 
10 ein be made under Section 105 of 15 per cent. Ordinary 
inter-company payments of dividends are tax free, but 

if it happens to come under Section 28(2) and is 

a distribution out of designated surplus, it may be 
taxable at 50 per cent; under Section 105B there are 
provisions for making distributions at 15 per cent 

or 20 per cent; under 105C it is 20 per cent, There 
doesn't seem to be any consistency of approach in these 
different provisions. 

Now, I think in many cases where there is 
more than one corporation in a group of companies under 
single ownership and it is desired for business reasons 
to change, transfer assets from one company to another, 
or to re-arrange the way in which the business is 
carried on, it is almost impossible to accomplish that 
result without running into one tax prablem or another, 
either a problem of a tax benefit under Section 8 or 
a problem of recaptured depreciation or distribution Brel 
of a designated surplus, If you can find an answer 
to one of these problems, you frequently run into 


another, IT think that led to our suggestion that the 
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1 Commission may considexz tax free reorganizations, 
2 Now, the United States provides for tax 
3 free reorganizations of particular types in long and 
4 complicated provisions, It may be that by taking a 
5 different approach to some of the provisions which are 
6 in force for taxing corporate distributions the 
if structure of the Act would permit a:: freer hand to 
8 business in reorganizing, re~arranging its affairs 
9 without the necessity of including provisions such as 
10 they have in the United States, 
U1 I think that is about all I can say at 
| the moment, 
13 MR, LEMAY: There may be usefulness in 
distinguishing also between the winding up of a 
company and distribution of surplus for the benefit 
of shareholders at the time of winding up and what is 
call reorganization in paragraph 1 of Section 81, 
There is no statutory definition as to what re- 
organization is actually. Ib it a matter of structure? 
Is it a matter of type of business, change over from 
one type of operation to another which would create 
an advantage or would cause what the Act says is an 
appropriation of funds or property of the company? 
We don't know actually, and so the definition of 
the word !'reorganization" could be also useful, 
We know what winding up means; there is an Act, But 
reorganization seems too general, 

MR. STEWART: Now, I suppose that it is the 
case that the root of this difficulty is or was the 


accumulation of earnings in corporations, Would you or: 
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would you not agree that that was the basic difficulty 
or problem? 

MR, EDWARDS: Yes, I think that is certainly 
the reason that the problem arose, that earnings are 
accumulated, eventually the shareholders may wish to 
obtain the accumulated earnings, In fact, in some 
cases they are compelled to take steps to distribute 
the earnings, either to provide for payment of 
succession duties or some other reason, and because of 
the provisions for imposing tax on the distributions, 
you are led into all these complications that we have 
discussed, 

MR, LEMAY: There may be one aspect also 
which appears in subsection (ii) of the section you 
pointed to.The effect of the present provisions in 
some circumstances which may occur where control of 
a company creates this surplus as such is that the 
minority shareholders are penalized as far as the 
earned surplus is concerned up to that date, You can 
manage to penalize under the Act those that control the 
company and not penalize those that were not 
instrumental in bringing about the designated surplus, 

MR, EDWARDS: We probably would prefer to 
avoid penalizing any of them, For example, Section 8, 
subsection(1), provides that certain types of payments 
to shareholders are included in income, Now, such 
benefits or advantages or appropriations are not 
specifically deemed to be dividends, but there may not 
be any good reason for distinguishing between that type 


of distribution and saying it is entitled to much more, 
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1 severe treatment than a dividend would be. Added to 

2 that is the fact that while the amount is taxable at 

3 the full rate to the shareholder, whether the share- 

4 holder is a company or an individual, would not be 

Al deductible by the company which concurs the advantage. 
6 That is one case which we might categorize 
7 as a penal provision. 

8 MR, STEWART: What this Commission will 

9 obviously have to attempt to do is to get this whole . 
10 problem in perspective and consider alternative solution 
11 to it, The problem is obviously related to a number 

12 of other problems, but I am sure, Mr, Chairman, you 

13 would consider it extremely helpful if the Bar 
Association in its submission, having also got the 
problem in perspective, could make concrete suggestions 
as to what an over-all solution should be or what 

the over-all solution should be, 

MR. HULBIG: I don't suppose there is any 
hope of getting the deliberations of the informal 
committee which sat on this subject a few years ago? 
It would be very helpful if we could, 

THE CHAIRMAN: I am not at all sure that 
they are available to you; in fact, I am sure they are 
not. But as an alternative to that, with regard 
to the economic thought which goes into this probilen, 
with which you may not be very well equipped, we would 
certainly be very glad to have you confer with members 
of our staff on the economics of the problem, 


I think there are a lot of alternatives which are not 


primarily concerned with the law, and having regard to 
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those, one must look at the law and see whether they 
are workable and can be developed, and therefore it may 
be that some co-operatimwould beuseful to you, 

MR. HULBIG: I have no doubt it would, sir, 


and we are delighted for the opportunity. 
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MR, STEWART: I don't think that you have 
specifically mentioned the provisions of Section 85(Z) 
in this connection, and I think that in the recent 
recommendations of the Joint Committee of your 
Associatimand the Canadian Institute of Chartered 

Accountants to the Minister of Finance, which were 
made in December, 1962, you did make certain specific 
suggestions with regard to the extension of the effect 
of Section 85 (zr)? 

MR, HULBIG: Yes sir, 

MR, STEWART: Well now, could we go to the 
immediately preceding clause under this heading, where 
you raise the question of the effects of the two rates 
of tax which are now applicable to corporate income, 
and the whole problem of associated corporations? 
Could you comment for the Commission's benefit generally 
on the problems which have arisen under Section 39 as | 
a result of the two rates of tax and the associated 
corporations provisions? 

MR. EDWARDS: Well, in this particular = 

there 
problem I think that the fact that/are two rates of 
tax applicable to corporations, one of which is much 
higher than the other, in other words, the first $35,000 
of taxable income is taxed at the rate of 21 per cent, 
and the excess over $35,000 at the rate of 50 per cent, 
disregarding provincial taxes and provincial tax credits 
in those rates, makes it obviously very desirable for 
taxpayers to attempt to bring themselves within the 
lower bracket, 
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or groups of persons, have organized a number of 
companies, and in some cases a large number of companies, 
to attempt to get for each company the lower rate of 

tax. These provisions were amended very substantially 
a couple of years ago, and some of the gaping loopholes 
which existed prior to that amendment were eliminated, 

I believe there are still circumstances 
in which groups of companies have been organized to 
operate what in essence is a single business, so that 
each company is entitled to get the benefit of the lower 
rate, 

Of course, in other cases the provisions 
operate the other way, and because two people happen 
to be related the companies which they control may be 
deemed to be associated, even though the theory should 
not be, because they are separate enterprises. I 
don't know what the solution to that would be, because 
I presume it was government policy, at least when these 
provisions were introduced, to encourage the smaller 
businesses by giving them a more attractive rate. 

One possible idea I have heard mentioned 
would be to provide one uniform rate, but give companies 
the right to elect to be taxed as partnerships, so that 
those in the lower income bracket, whose shareholders 
are in the lower income bracket, would be entitled to 
get the advantage of their lower individual rates, 

MR, STEWART: Is that the basis, Mr. Edwards, 
for item (c) under the next heading, which has to do 
in part with election by corporations to be taxed 


as partnerships? 
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MR, EDWARDS: I think that is part of it, 
Mr, Stewart. That was one reason for raising that 
suggestion, and another reason was the anomalous 
position of personal corporations, that that might 
assist in connection with that problem, I don't know 
whether you want me to deal with that right now? 

MR, STEWART: Well, I was going to come to 
personal corporations next, because that is a subject 
on which we would like to hear from your tvs ave ules 

MR, HULBIG: Excuse me, could I interject 
one more point there, Mr, Stewart? I think also to 
have the election work both ways. The corporation as 
a partnership and the partnership as a corporation, 
and I think also one other point was the professional 
partnership, which by statute are not permitted to 
incorporate. 

MR. STEWART: You are suggesting there that 
it should be possible for partnerships to elect to be 
taxed as corporations and I take it that you have thought 
out, or that in your ultimate submission you will 
indicate, how on that basis one deals with after 
tax income of the partnership? 

MR, HULBIG: We have suggested that 
consideration should be given to it. Whether we will 
be able to reach a conclusion such as you suggest, I 
can't quite say yet. 

MR, STEWART: And you will be dealing with 
this in your final submission? 

MR, HULBIG: We shall try. 


MR, EDWARDS: I might mention, Mr. Stewart, . 
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at a panel discussion of the Canadian Bar Association 


last fall at Halifax this problem was discussed, and 


the members of the panel were far from unanimity on 

the desirability of the right of a partnership to be 
taxed as a corporation, as it does raise the problem 
of what you do with the notional surplus that arises, 

COMMISSIONER GRANT: The provision in the 
Act that when companies are associated only one company 
can take advantage of the lower rate, would yon consider 
that that works an injustice on the companies which 
became associated companies by virtue of the amendment 
to the Act, but which were separate companies, although 
one controlled the other, prior to the associated 
provision being put into the Act? 

MR, LEMAY: That is before they changed 
the rate from 70 per cent of the ownership of the shares 
to the notion of control of the company? 

COMMISSIONER GRANT: Yes. Well, to be 
perhaps a little more concise about it, I am thinking of 
a case where a company owned 100 per cent, let us say, of 
the shhres of another company prior to the associated 
provision coming into the Act, That company was owned 
for a purpose, It was not acquired with a view of 
splitting the tax, or so that both companies could take 
advantage of the lower rate. It was not acquired for 
that purpose, I can certainly see how the associated 
provision states that Ry EE ae can take advantage 
of it, when you consider that a large company might 
want to break itself down into smaller companies so 


that they could all take advantage of that provision, 


_ - sz - 
: 7 _ od 
. ro a 
: a Aye! see 0 
— le Si Ne ty: tg = 
: - a 
7 ; 7 —— 
re, oe 
3 — 
ens - 
se 


grid, sh notetvorg ast 


aatileneemetheeeenmniemnioe en Sariie nt tas ee ee a ee 


‘ 

WepP Giese! x 
|; SEemMitio .asitednag ad 
: 

} 

; sate ; 

! 

4 

q 


i: Tyitegene od? te fowtines te NOL Zon» eid aa 


ad ot ifs eo 


Ro seb tett mus hs de tiog saetotiog esha of2ghi ¢ aqgactrag |” 


BO Nee me Sol . dase deg OR VOTiiG eae .¢ a SMD, Ae 


MRIS tae vite. ted 


ue 
to OLY. 6 Ate Bovtepasg goa aaW ak .egog may B. wt. 


we? hextuoos don wien 


hevgalooere sis wort exe 


Thee UPLaEHOD SBtTse 


SL a RE HA oe ae 


SOR ke Jerid avlqewve Esa02300 adit sate ob 0 at Ce 
WisHacy ead vine VON elLocass ots eelcaqms ert, tag, co 4 
robiberas way HLuaw.. eFax % 


(IAG wathegnoe als se eo teauyas ae ow Daid 2 sea 


Siarthtcears att “to SRL ERY. Ue ae att oymao Lets Luoaca ougoed — 


Diyas yards gxoted et star iT. tA | ret 
eyuens ett io yidavedwo etd Yo 7302, %8q OT mot] octet ved - 
mys 
Cotaloonen ol? ot wolto yYaRqees tedvora to SOARS | od | 
| of sa 

| et Oftoo ss tdagee aivod sant 08 i ,Xst, ot senopbtga | 


aRctievbe ova? ano Wiaqmee \ine tans vetade coteswarng | 


ie eetrisgnos pation omnt cre pri | 


he 


Ma AaMOTeerROD aa i it 


. 


xmeet oy 2e. bias oxted, ase 


<t 


ied 


sagen eno cote dad Joa oat oF 


A OY o8od. gag gited colakvow 


‘ 


STHARD. ARMOITSSIIAOD 


oA ot oak go kmoo cozaar 


12, ..®9 ee. xowal odd %» raesiiees | 


“7 


Vidletdes seo T. » SOG aut ac! 
atte SS 


® tack wehance uO neste 3800 : ee 


ANGUS, STONEHOUSE & CO. LTD. 394 
TORONTO, ONTARIO 


but I am thinking of the case of where a company 
acquired another company in good faith prior to the 
associated provision coming into the Act, and yet 
it is caught in that provision? 

MR, LEMAY: The Act, as it stood before 
the amendment of 1960, enabled a number of companies 
to, enabled a number of their managers for instance, 
to benefit from their ingenuity, and they were 
developing the affairs of the corporations to the 
extent that the parent company would control 69 per cent 
of the shares, and the management team of a subsidiary 
could control 31 per cent, That management team has 
now disappeared, and it is costing too much to the 
parent company to dispossess itself of 50 per cent of 
the ownership of the shares, 

MR, EDWARDS: Mr. Grant, there might be 
cases of the type you mentioned, where there would be 
an injustice, where each company is operating an 
entirely separate enterprise, I think in the United 
States, for example, where they also have two rates 
of tax on corporations, they don't have a detailed type 
of provision such as we have in Canada. I think it is 
a more general test as to whether the enterprises, 
or whether the businesses operated by the two companies, 
are really parts of an integrated enterprise. Tf 
they are two separate enterprises, they are treated as 
non-associated, Whether that is desirable I don't 
know, but it is an alternative approach, 

MR, STEWART: As I understand Mr, Grant's 


question, the control of all of the shares of the one 
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company was acquired by the other before these associated 
company provisions came into the Act at all? 

COMMISSIONER GRANT: Right. 

MR, STEWART: Aren't we then in the 
position that taxpayers generally are subject to laws 
of general application, and if the rules are changed, 
people are subject to the new rules, regardless of the 
circumstances? 

COMMISSIONER GRANT: Well, sometimes you 
Bay that this Section shall not apply to companies 
incorporated prior to the amendment, 

THE CHAIRMAN; It seems to me that the 
difference in the rates has caused a tremendous amount 
of administrative and legal difficulty, and I hope 
you might be able to suggest a solution, I have been 
wondering if there is not some other way of providing 
incentives to the small businesses than rate differentials? 
I think we must search for a better answer than what 
we have got at the present time, 

MR, STEWART: Now gentlemen, we have in 
eaviter hearings of this Commission had some discussion 
of personal corporations, and I wonder if you could deal 
briefly with, first of all, the concept of the personal 
corporation, the purposes for which such corporations 
are formed, and indicate whether you think that in 
cases of that kind it is reasonable for the tax collector 
in effect to pierce the corporate veil, and let us have 


any comments, if there are any preliminary comments you 


may have as to the adequacy of the present legislation? 


MR, EDWARDS: Well Mr, Stewart, as I understand 
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1 it the personal corporation legislation was originally 
F-7 2 put in the Act to permit persons with investment 
3 portfolios to hold them in a corporation, In other words, 
4 which had certain advantages of permanency, and otherwise, 
5 and the idea was to treat him for tax purposes as if 
he owned the investments of the corporation personally, 
and tax him on the income, That, I think, was a 
laudable object, 

The definition of personal corporation 
provided that a person could, that if the company 
carries on any active business it won't qualify as a 
personal corporation, As I understand it, the 
Section was first put into the Act with the idea that 
people would want personal corporations, In other words, 
it was a beneficial provision, In more recent years 
it seems to be desirable to avoid being a personal 
corporation, mainly because of the inter-company 
transfer of dividends, If the company is not a 
personal corporation, it can receive dividends from 
another corporation tax free, whereas if it was a 
personal corporation the dividends would be taxable to 
the shareholders, iia 

Now, a company with $100,000 of investment 
income which is a personal corporation would be taxed 
on a much different basis than the same company if it 
carried on the operation of a very small active business 
which might have an income of $1,000 a year, [It is 
an extreme example, but it is veyy easy under the 
present legislation to avoid being a personal 


corporation, 
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I think in the discussions of the Bar 
Association, and in the Joint Committee of the 
Bar Association and the Institute of Chartered 
Accountants in the past it has been generally con- 
sidered that the present provisions don't make a great 
deal of sense at the present time because of the 
artificial way in which a personal corporation is 
distinguished from a non-personal corporation, and the 
very different treatment that the one gets from the 
other, 

There are also a number of technical 
provisions in the Sectinn which don't make much sense, 
such as the provisions for allocation of the income 
among the shareholders, I won't go into the technical 
detaiis of that at the moment, 

It seemed to us that there might be some 
virtue in considering the possibility of permitting 
a corporation to be taxed as a personal corporation 
by election. I think the Tax Foundation has gone into 
the structure of this Section very fully. 

THE CHAIRMAN: It would seem to me that one 
has always under our law got the right to form a 
corporation, and that Sekt have special privileges 
under the Act. You are entitled to have the right to 

tax of a corporation, and those benefits not only would 
be with regard to the lack of taxing dividends, but it 
would also obtain to accumulations, Therefore, for 
the law to try to achieve a position of neutrality, 
it is necessary to introduce these special provisions, 
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1 "by an election" as to what rights you would leave with 
2 the taxpayer? 

3 MR. EDWARDS: Mr. Chairman, I think the 

4 suggestion which we haven't fully thought out, might 

5 be that this would come within the principle of a 

6 partnership electing to be taxed as a corporation, or 

q vice versa, but the personal corporation, under the 

3 present law, is a company which exists only ina 

9 very specific set of circumstances, It is not very 

10 difficult in substance from many cases that don't 

11 come within that specific definition, 

12 THE CHAIRMAN: One other answer to it, 

13 of course, might be to enact a law such as they have 

14 in the United States, and I think in the United Kingdom, 


15 deeming surpluses to be distributed, which we 


16 at one time had in Canada,in company 

+7 MR. EDWARDS: Yes, that was a aiaoreeloner. 
18 provision, 

19 THE CHAIRMAN: Quite, 

20 MR, STEWART: But your point, I take it 

1 Mr, Chairman, was that for the protection of the revenue 
22 it might be necessary to look through the corporate 

23 form in certain circumstances? 

24 THE CHAIRMAN; I think that is why it is 

25 in the law now, and I can't see how a reasonable 

26 position with regard to the law can be maintained withou 
27 the continuation of something of that kind, but it is 

28 much too early to make up my mind on this. 

29 MR, HULBIG: Perhaps the problem there is 


30 | the same as the earlier problem we were discussing, abou 
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1 the speed of assessment, Some years later he might 
7° 2| find that he falls within the definition of personal 
3 corporation, and the results are unfortunate, 
4 THE CHAIRMAN: Yes, | 
5 MR, STEWART: Can we move for a moment 
down to your section on Estate Tax? 
The first question you raise there is whether 


our death taxes at the present time cause property 


to be tied up for long periods in trusts, 
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I wonder if you would mind indicating to 
the Commission what lies behind that particular ques-~ 
tion? | 

MR. HULBIG: Perhaps we are going beyond the 
terms of reference which we set ourselves in this 
particular question, because it has to bear on 
economics other than law. It has been suggested to us 
or the question has been raised whether -- well, first 
of all, it is perhaps well known that it is possible to 
avoid two sets of double taxes in favour of one by 
creating a trust. In other words, if you leave an 
estate outright, for example a husband leaving it to a 
wife outright, then there are death taxes imposed on 
the husband's death and then the wife's death; whereas 
if the income was left in trust and the capital 
distributed to the children at some time, then there is 
no additional tax on the death of the wife. I don't 
think we had thought much beyond that point. 

Inasmuch as our death structure exists, to 
what extent has it led to the creation of trusts of this 
nature? And if it has led to many trusts in which 
property would be held up for a long time, is it a 
desirable thing? In other words, speaking generally, 

a trustee is obliged by law to be conservative in 
investing. Has this removed capital from the general 
stream of the economy? To answer it is not the easiest 
thing in the world, and we are not sure that we can 
give you a full answer to that question at this time. 

MR. STEWART: Of course, the question arises 


how prevalent this is, but the question which follows 
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immediately after is: How are we going to determine 
how prevalent it is? It may be that if the Bar 
Association considers it is a serious problem it could 
obtain information as to the extent to which property 
is tied up in this particular way. I suppose another 
question would be then, to the extent that it is so 
tied up, are the investment powers of the trustees 
nowadays really limited, or in the average case is the 
trustee given all the investment powers that the 
testator would wish himself? 

MR. EDWARDS: Mr. Stewart, on this particular 
point the trust may be divided into two types. One is 
a trust established by an individual in his lifetime 
in an estate planning scheme under which the growth 
factor in his enterprise is transferred to a trust so 
that it will not be included in his estate at the time 
of his death. That is normally dictated mainly by 
estate tax considerations. 

The second type of trust is one which arises 
under a will on the death of an individual. Instead of 
leaving the property outright to his wife or his 
children he may give them the income and possibly the 
right to have advances made to them out of the capital, 
but the ultimate distribution is made to his grand- 
children or great grandchildren in order to avoid the 
property being subject to estate tax more than once, 

If he left it outright to his wife, for example, it 
would be subject to estate tax on his death, and then 
when she died it would be subject to estate tax again. 


There are provisions in the Estate Tax Act for reducing 
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the duty if she dies within a very short period after 
her husband, but that is a very limited relief. 

In the United States they permit half of the 
property to be distributed to the man's wife free of 
estate tax. Whether that is desirable or not, I don't 
know, but I think our feeling is that the existence of 
trusts of the type mentioned is fairly prevalent among 
people of substantial means. We have merely raised 
for the consideration of the Commission the question of 
whether that is a good thing. Certainly at the present 
time we have no opinion on it. 

COMMISSIONER GRANT: Of course, you are not 
suggesting, Mr. Edwards, that if a tax policy could be 
evolved whereby the double taxation feature would not 
apply in the event of an outright bequest to, say, a 
widow, that in itself would mean the redrafting of 
wills already in existence, because many testators, 
would you not agree, would prefer the life interest 
provision than the outright. provision? 

MR. EDWARDS: Yes, Mr. Grant, it certainly 
wouldn't change any trusts that have been established 
up to the present time. Many people might prefer 
that type of arrangement in their wills. But I think 
in the experience I have had that estate tax in many 
cases does have a bearing on it; it is one reason for 
establishing such trusts. 

COMMISSIONER GRANT: Yes. Also, the overall 
provisions in the common law, the rule against perpetuity, 


prevents a trust being tied up in perpetuity except in the 


case of a charitable trust. 
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i MR. EDWARDS: Yes. That can sometimes be 

2 quite a long period. 

3 THE CHAIRMAN: Mr. Stewart, may I inquire 

4 from Mr. Edwards as to whether he means in the state- 
5 ment that the division of capital from income in the 
6 case of trusts is, in fact, an artificial distinction, 
7 and that when one receives the benefit or benefits of 
8 property, the benefits, I presume, would be the income 
9 from the property, he is, in fact, receiving the 

10 property and as such, if there is an estate tax, 

11 should bear the estate tax, with, of course, suitable 
12 exemptions made, possibly very large in the case of 

13 widows? It has led us to estate plans where we 
manage to drop things down a couple of generations. 
There are some quite ingenious plans, as you well 


know, and I wondered whether there is, in fact, a real 


division between the capital and the income. 

MR. EDWARDS: I believe, Mr. Chairman, in 
the United Kingdom -- I am not very familiar with 
their legislation, which is very complex -- I believe 
there are provisions there under which the estate is 
taxable on the death of a life tenant or subject to 
some tax. But whether this is desirable or not, I 
don't know. 

COMMISSIONER GRANT: Well, indeed, under our 
own system, as I understand it, a life interest with 
unlimited powers to encroach on principal, if the 
beneficiary has the exclusive say as to whether he or 
she is going to take it, comes 2s to estate taxes as if 


it is an outright bequest. 
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MR. EDWARDS: That is correct. 

MR. STEWART: Your next point under estates 
tax is whether death duties are responsible for the 
break-up or sale of many Canadian owned businesses. 
Then you go on and ask, if that is so, whether it is 
desirable. 

Have you, as a result of your collective 
experience, any views on the question of fact, that is, 
at the present time are there many situations where 
a family owned business, for example, is required to 
be sold because of the impact of aeath duties? 

MR. HULBIG: Speaking for myself, I have 
only seen smoke and not much fire. 

Would any of you gentlemen want to deal with 
the situation? 

MR. LEMAY: Well, I have seen a number of 
cases during the past few years where people still 
living are concerned with that problem, because they 
have worked over a period of thirty years and have 
accumulated certain wealth which is all invested in 
one type of business. All profits have been, in fact, 
capitalized; there are not sufficient life insurance 
policies to cover the death duties and the development 
of the business is such that there are no liquid 
assets to cover the death duties that would have to 
be paid. If the company has not reached the level 
where it can go to the public to re-finance itself 
and distribute during the lifetime of its owners the 
equity which has been created, then there is hardly 


another way to dispose of those assets but to sell 


Peale a 
t 


\ 
¥ ie 
ni 


7 “Ae! nay 
‘ We Win? og 


& | oes af Jeckt Leanseaa ee fa 


. ; * 


jstes "rebsty aatoq Jaen quOY’, eenavenen J pie 


R ots ro. sidtenogsst am sates fy Aaaed ‘ork ache aa vad 
; Aad be is 
ub se ; 


; npeeon! viel beowo Haleamd. yrcem tho ot 2a. 20 quran «| 


A ae Sa emt 


Ot a2 -~edtete ,oe ef dadt FB ykkhe bee ao og ory 4% 


. 4 : ‘ * cides 


.% _— ’ . f ite ae cheng as 6 : za ey, 
: : B ul oie nels tnimey butelneweos ft 
‘ o 
' 
. t 
ad { 
iM : Ce er) ee Te aes inell shel Het oe 28 ‘ seme, he i ies sal ore 
- : gv Ei SR VE) BoA TY wt 6 |! BREE) 2 ears Ono 
i 
e 
7 en, ou eee ac-¢ fT Sues . ire w > rm fewer ty “ * ° i, Panes re 
fi of » Ae? wi Ad i bis 3) ‘ PEST A. i at pe n os | aF 3 x Ori t rue Lea tase. | 
1 " a 
! 
: be a _ 4 . a ¢ P os 
¢ PHAMIOLOV SS ea 8 7h zt . BeveoD CY aok 
nee] : 
8 : 
ie 
: Fer? 7 inet ery rane ton ab ieyghe m > eapet awit 
; { wd LFDL oe: > 7 ‘ ik iA -S eve oe bb 
t 
; i> oF eyed Dinow dust iv) Sivek eit wevroo oF 
; ‘ . 
: t C4 f . a ae , miailitind tation ‘mad SP 
it Levelt @a2o Hhedosen Jon sed ery WROO Os 1) 


$feetk sonsalt~en of otiduq: edd oF of 269 oe rt 


sg \ « = +k ” - va re 4 = 
ens egenwo adi To saive@hl ete. nabs. 
~ 


Vitvises el wuett neds, yhetzeto neod eon ie 


a ae 


Lise oo Jud Bdeades edeldt.iNacenegntinads 


ee ee Me ne 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 4ok 


the business. There are not so many alternatives. 

MR. STEWART: Mr. Lemay, I cannot help 
wondering whether in 1963 this can happen terribly 
often. After all, for the last twenty-five years there 
have been measures which have been designed to assist 
in the distribution of accumulated income, dividends, 
Section 105. Would it not be likely that in the 
average case, assuming that the proprietor of a 
business has any professional advice at all, that he 
is going to be warned well ahead of the problems which 
will arise on death and that in the great majority of 
cases he would have been able to take precautionary 
measures? 

I know this problem has existed in the past 
and I know it does exist today, but I wonder if it 
exists in a great many cases. 

MR. LEMAY: Particularly Section 105, 
distributing the surplus by capitalization. You would 
need to have assets which, in fact, you could dispose 
of. But if the corporate surplus has been transforthed 
into assets that the company used for its business, 
then there is no liquidity in the company for payment 
of death duties. That is the problem that many middle- 
sized corporations, let's say worth half a million 
dollars or three-quarters of a million dollars, have 
to face because all the surplus and profits have been 
invested to promote the progress of the company and 
there is no liquidity whatsoever. 

THE CHAIRMAN: May there not be an assumption 
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that /che shares or the assets of the company have not 
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got sufficient borrowing power to raise cash, that 
the asset may not be a very good one to leave in one's 
estate? 

COMMISSIONER GRANT :Sti11 it may be providing 
avery good livelihood for the family. 

MR, STEWART: Now, let's assume, then, that 
this still is a problem on the Canadian scene. Have 
you any suggestions as to how the problem may be 
solved or at least alleviated? 

MR. HULBIG: Not at the moment. 

MR. STEWART: May we hope that this is 
another matter which will receive consideration in your 
final submission? 

MR. HULBIG: We may come to the same conclu- 
sion that we are leading to here, that it is not a 
problem. 

MR. EDWARDS: It may be, Mr. Chairman, that 
it is not a bad thing to have a business sold to 
someone who is more directly interested in operating 
it than the executors or beneficiaries of a deceased 
person, if they are not interested in that particular 
type of business. 

THE CHAIRMAN: I was interested in whether 
you were going to raise that point. I can conceive 
discomfort and hardship in businesses being passed on 
to people who are not capable of running them. I 
probably have not seen more discomfort than good 
results, but I am sure we can all think d businesses 
which have got into trouble because they have been 


passed down through a family to a generation which is 
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not sufficiently endowed to look after the business. 

MR. EDWARDS: There are two points which 
come under the other points which we have raised which 
may be relevant in this connection. One is the 
artificial rules of valuation, and one is the fact 
that income tax liability is not to be taken into 
account in estate tax purposes. That seems to us to 
be an artificial rule, and the income tax liability is 
a factor which the Commission may say should be taken 
into account in valuing for estate tax purposes. 
Another possible approach may be to allow more time 
for the payment of estate taxes, spread out the time 
of payment, which might alleviate the problem. 

THE CHAIRMAN: Would you also be concerned 
about the date of valuation? 

MR. EDWARDS: Yes, I think that is another 
point. I think we have mentioned here somewhere that 
if the value has decreased after the date of death, 
possibly an alternative date should be elected by 
the estate. 

MR. STEWART: The only item under (c) 
which has not yet been specifically mentioned is 
the problem with regard to capitalization of 
annuities and retirement allowances. 

MR. HULBIG: The problem basically here 
is that the legislation provides valuation of an 
annuity on the basis of the life expectancy of the 
annuitant, and that will produce a capital sum which 
is added to the estate and duty is to be paid, estate 


tax is required to be paid within a very short time 
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after death. It may well be that the annuitant only 


2 lives for a very short time for a number of reasons, or 
3 may be in very poor health at the time that the annuity 


4 commences. 
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So that we find cases of hardship, where people are 
obliged to pay estate tax on amounts which they may 
never receive, and the suggestion has been made that 
the remedy for this is to allow extended payment, 
allow some sort of a pay-as-you-go basis, extend the 
annuity principal, if you will, to the payment of the 
tax, a portion of each payment be taxed as it is 
received. 

The argument is made on the other side that 
this has administrative difficulties, and would keep 
estates open for long periods. Well, the response to 
that, I suppose, is, well, there is hardship here and 
surely some means can be found in our modern tax system 
to alleviate this difficulty? 

MR. LEMAY: It would just be added to the 
part of income tax that he pays with proper adjustment 
if life expectancy isn't met, and death occurs 
prematurely. 

THE CHAIRMAN: Would you have an adjustment 
in the other direction, if he lives unduly long? 

MR, LEMAY: Well, the life expectancy 
actually seems to govern the rate of tax for death 
duties. 

MR. HULBIG: There are a number of possibi- 
lities. One way would be to have the tax continue for 
life. If the person lives longer, well of course this 
is a self-adjusting thing, and they pay more perhaps. 

COMMISSIONER BEAUVAIS: If you have somebody 
dying and leaving no other assets than a pension to 


his wife, then the wife has to pay a certain amount 
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1 according to her age, and suppose that the pension is 

2|| $5,000, then she will receive maybe $2,500, but actually 

3] she will have to pay income tax on $5,000. 

4 MR. HULBIG: I can't tell you exactly how it 

5 works out, but there is that credit for estate tax 

6 which was recently ‘eho teaed into the Income Tax Act. 
COMMISSIONER BEAUVAIS: Yes. If somebody died 

after a certain number of years, I think it is four 

years. 

MR. HULBIG: No, sir. Isn't there a certain 
credit for estate tax which is being paid for the 
amount subject to tax? I thought there was a current 
provision? 

COMMISSIONER BEAUVAIS: But still the income 
tax is paid on an amount not received. 


MR. HULBIG: It is computed on the total 


amount. 

MR. EDWARDS: It is Section 11 (1) (v) of 
the Income Tax Act. 

MR. HULBIG: But my impression is that this 
does not provide complete relief, and this only relates 
to superannuation, pension benefits, death benefits and 
benefits under savings plans, and benefits under 
deferred profit-sharing plans. There may be other 
cases where there would be a taxable annuity which would 
not have that benefit. 

MR. STEWART: Well, now, could we go back to 
another part of your memorandum. We have already had a 
brief discussion of the question of capital gains, but 


I notice that in paragraph (a) under the heading 
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1 "Aspects of Existing Law which Require Attention", you 
2 raise the general queeewert of the treatment of capital 
3 gains, and in particular whether there should be an 
objective definition of the expression "adventure in 
the nature of trade". 

Could you tell us the sort of thing that you 
have in mind here, the sort of thing that you think the 
Commission should be considering? 

Mr. HULBIG: Well, it seems obvious from the 
wording of this paragraph that we weren't all -- we 
didn't all agree with Mr. Lemay's earlier statement 
that the courts have done an adequate job, but I think 
again I am going to call on Mr. Edwards to say smething 
on this subject. 

MR. EDWARDS: Well, on this matter, Mr. 
Chairman, I think generally speaking in determining 
whether income aose in the course of business there is 
no great difficulty. I agree in that part of the 
definition of business with Mr. Lemay's comment that 
it should not be too difficult to determine whether a 
profit arose in the course of a business, and for that 
reason should be income. The definition of business 
goes on to say that it includes an adventure or concern 
in the nature of trade, and that distinction of the 
definition has resulted in a lot of litigation. 

Now, whether it is possible to define an 
adventure or concern in the nature of trade in such a 
way as to achieve all the objectives that would be 
Gesirable is problematical. I think this point has 


been discussed for years in the Tax Foundation, but the: 
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British have in effect done something like that by 
passing their Speculative Gains Tax, and saying that a 
gain made in the case of real estate within a three- 
year period would be taxable, but beyond the three- 
year period it would be tax-free. Whether that sort of 
delineation of an objective test is desirable I don't 
know. I think there is no doubt it would make the law 
more certain than it is at the presant time. In the 
case of capital gains there are, in the case of 
securities I think generally speaking the assessment 
procedure of the Department is to not tax them, except 
in certain specific types of cases, such as promotions, 
or brokers. Many cases of dealings in securities by 
people, where if the law were to be applied strictly 
would be held to be taxable -- I don't think anybody 
beueate that securities dealings should be made 
taxable, but the possibility always exists that the 
Department would assess a transaction which everyone 
had considered to be tax-free, and occasionally that 
happens, and in that event the taxpayer has little 
recourse. 

It may be that the Commission should consider 

suggesting either the deletion of the reference 

to "adventure or concern in the nature of trade", or 
substituting some more specific test. 

MR. STEWART; Will you be developing sub- 
missions on the general question of capital gains 
tax, and perhaps as an alternative the possibility of 
a net worth tax, such as I understand exists in some 


European countries? 
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115° MR. HULBIG: I don't think that that was our 

2 intention, sir. I am not sure that we are equipped to 

3 make an assessment. 

4| MR. EDWARDS: I think that would first involve 
5 the judgment that a capital gains tax eould be desirable. 
6 MR. STEWART: No, I am not suggesting that 

7 your submission should be one way or the other. I am 

8 just wondering whether you were planning to discuss 

‘ that general question, and then either simply put the 

10 pros and cons to the Commission, or come down on what- 
11 ever side of the fence you chose to come down on? | 

12 MR. HULBIG: Well, sir, may we take that 

13 under advisement, please? 

44) MR. STEWART: Please. 

15 THE CHAIRMAN: Do you believe that the 

16 Department extends itself more vigorously to the taxa- 
17 tion of transactions in properties than it does in 

18 securities? 

MR. EDWARDS: -I think that is very true, 

Mr. Chairman, that the Department very vigorously 
pursues the taxation of dealings in real estate, which 
are much easier to trace of course. 

THE CHAIRMAN: Well, then, that suggests 
that they should either ease up on real estate, or 
proceed further with regard to securities, does it 
not? 

MR. EDWARDS: Yes. I think in the case of 
real estate certainly the assessments result in many 
cases in hardship to taxpayers who considered they 


were in a capital gains position, not only because of 
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the fact that they are taxable, which may or may not 

be a good thing, but if they are taxable they are often 
taxed at a very high rate in one year on a profit that 
has accumulated over several years, and arises out of 
the graduated rate structure. ‘So that in the case of 
adventures or concerns in the nature of trade the 
agifficulty is compounded by that aspect of it. 

MR. LEMAY: But by their nature the decisions 
of the Supreme Court show that bonds or investments can 
be, by their very nature, easily distinguished and 
identified as such. The most recent case on the 
subject is the 1963 case of Irrigation Industries, 
where those Pea ac are fully outlined. On the other 
hand you have cases like Regal Heights, and others of 
the sort, where the courts, in examining the intention 
of the taxpayer as of the time when the purchase was 
made, through the pevite otleranin and the way of 
Gisposing of the assets, determines in the light of 
those circumstances whether the taxpayer had even an 
alternative intention to his main, or original 
intention, and decides whether it has become in fact 
a scheme for profit making that has to be distinguished 
with investment which is not a scheme for profit making 
by shares, and more particularly the shares which earn 
a dividend. 

MR. EDWARDS: One problem in connection with 
shares is that there are a lot of losses. If the 
profits were to be taxed, presumably the losses, in 
equity, should be allowed as deductions from other 


income. In the United States and Great Britain I think’ 
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the deduction of losses has been limited, but I think 
that would seem to be a case of the matter working only 
one way, against the taxpayer, whereas if in the 

case of securities, certainly in the history that we 
have had in the last few years, there would be a much 
greater chance of losses than in the case of real 
estate. 

MR. STEWART: I observe that one question you 
raise on page 4 is whether consolidated returns should 
be permitted. Now, curiously enough, we have had 
similar sessions this week with a number of other 
bodies, including the Chamber of Commerce, the 
Canadian Manufacturers' Association, and the 
Institute of Chartered Accountants, and if my recoliec- 
tion is correct, yours is the first brief in which this 
question was raised. 

I wonder if you have any strong feelings on 
this particular point? 

MR. HULBIG: If I recollect our deliberations 
on the point, it seemed that inasmuch as an overall 
review was being given to the whole subject, that this 
was a point which might again be considered, and it did 
seem that there was some point in consolidation of 
returns, even at the cost perhaps of a percentage 
point or so. 

MR. EDWARDS: I think that really is related 
to the point about reorganizations in one way, and that 
is that you sometimes have a group of companies under 
common ownership, and one of them has losses, and 


another has profits. The question is whether it is 
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1 equitable and desirable that the losses in the one 

2) organization should be set off against the other. 

3 Normally, as people get into this situation they 
endeavour to rearrange their affairs to transfer the 
profitable business into the loss company, but sometimes 
that is difficult, or undesirable for business reasons, 
and sometimes they don't know about these losses until 
it is too late. 

MR. STEWART: My recollection is that in the 
pre-1951 days you could consolidate only parent and 
wholly-owned subsidiaries. Would you contemplate that 
if the right to file such returns is restored it should 


be confined in that way, or do you think that the 


provision should go further? 

MR. EDWARDS: I would think -- I don't know, 
we have not Bae ieee that, but I think that the only 
way in which we were thinking of this was that in 
cases where the ownership of the companies was all in 
the same hands, whether it was a parent and subsidiary 
or two companies with the same shareholders. 

MR. STEWART: A little further down under 
that same heading you raise the question of a possible 
extension of the averaging principle. Could you indi- 
cate what types of cases you think that principle 
might be extended to? 

MR. HULBIG: Well, it has been a question 
which was debated I think, I don't know how fully, 
but over the years, as to whether, with our high 
graduated rate of structure, and with income 


arbitrarily chopped into annual bits, for tax purposes 
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1 that is, and the year end does not necessarily have 

2 any connection with how you earn your income, or how 

3 much income is indeed earned, whether there should not 
4 be a wide extension of the averaging principle. 

5 Whether every individual should not have the right to 
have a moving average. 

Take the legal profession, if you wish. 

A lawyer might receive a very large fee in one year, 
and not do quite so well over others, Is it fair that 
this fee, which may be the product of a great deal of 
work, and it is true, there are ways and means of 
spreading these things out, but should he be put to 

the test, or be obliged to use devices, if you will, to 
spread it out, in order to avoid the high tax rates for 
one year? 

It is true that others, for example, have some 
limited protection, but you can look to authors, 
professionals in sport, and professionals of other 
types. 

I think that is what we had in mind, the 
extent to which it should go, or the period over which 


it should be. We have not a conclusion at the moment. 
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1 Now, to the extent to which it will go or how long 


I/PM/je 2 the period should ve we have not a conclusion at the 


3 moment, 
4 MR, STEWART: I intended when we were 
5 discussing tax avoidance to refer you to the item at 


6 the top of page 4 in which you suggest that consideratio 
7 be given to the correlation of the provisions of 
8 part 3 and part 1 of the Act so as to prevent the 


9 possibility of tax avoidance by distribution to non- 


10 residents, Now, could you indicate to the Commission 
| what type of situation you have in mind there? 

| 
12 MR, EDWARDS: Well, Mr. Chairman, under 


13 part 1 of the Act the rates of tax are considerably 

14 higher than under part 3 where the average rate is 

15 about 15 per cent, Now, in some instances it is 

16 more desirable or, at least, it becomes obviously 
cheaper tax-wise to make a distribution to a non- 

' resident than it does to a resident, That may lead to 
a consideration of whether this is outside the legal 
field, as to what influence that has on foreign owner- 
ship of Canadian enterprise, 

There are also, I think, certain loopholes 
in the Act under which, for instance, a Canadian company 
can be converted into a non-resident company and make a 
distribution to non-residents entirely free of tax, 

It seemed to. us that paragraph 3 is really a self- 
contained unit and possibly should be considered by the 
Commission in relation to part 1 so that uniformity of 
treatment would apply as between residents and non- 


residents. 
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MR, LEMAY: That brings in what you are 
referring of plercing the corporate field to determine 
where the mind and management of that foreign 
corporation is and who should be taxed at what rate, 

MR, STEWART: Well now, gentlemen, it 
has not been possible for us to deal with all the points 
you have raised in this submission. J realize that 
from what you have said in the earlier portion of 
your submission that you might not necessarily be 
dealing with all of these in your final submission and 
you also indicate there the possibility that you will 
deal with matters which are not referred to here, 

May I simply refer in that connection to the 
questionnaire which I think you have from the Commission 
which is memorandum to ParticLlpants numbered 10 in 

which a considerable number of tax structure points 

are raised and say that if you find that it is 

convenient or worth while for you to deal with such of 
those poirts which have not been covered in this 
submission it would obviously be helpful to the Commissio 
to have your views, 

Mr, Chairman, unless you wish me to continue 
I think perhaps we can leave this submission at this 
point, 

THE CHAIRMAN: ‘Thank you very much, 

Mr, Stewart, I think we have had a good go at it this 
morning and you have covered, I would think, the main 


points, I think I would like to say that there is one 


n 
matter/which I think you share our view, one of the most 
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. the 

important charges made to us Sn_this~matter of 
identifying and plugging loopholes in the Act, 
think you would agree that the existence of loopholes 
causes taxpayers to place the Act in disregard, causing 
them to believe it is unnecessary to pay their full 
share of the tax levy. We will certainly do our best 
in this area and we hope we can look to your 
Association to assist us primarily by identifying loop- 
holes that do not stand out clearly. Members of the 
Bar have spoken publicly on this and I think in doing 
s0 they have rendered a public service, 

We have not dealt with one section, sales 
and excise, of which [ think you are well aware, 

Mr, Stewart and I would welcome any comments in that 

area which you gentlemen would care to make; we will 

still take the time to listen to you on that, [I 

do not think it is necessary to put questions to you, 
I am glad to see you propose to report in this area, 

MR, HULBIG: Mr, Chairman, we find ourselves 
at a bit of a loss because our expert in this field 
was unable to be with us today, I must apologize, 

THE CHAIRMAN: Therefore, you would sooner 
not proceed further? 

MR. HULBIG: Yes, 

THE CHAIRMAN: Well, we are of course 
extremely grateful to you for coming along to what is 
really a preliminary hearing and we have had a most 
interesting and, I believe, useful week, As you know, 
we have had a number of groups such as yourselves 


discussing the task which we have undertaken and their - 
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relationship to that task and there is no doubt to 
all of us that the Canadian Bar Association can be 
tremendously useful, Likewise, there is no doubt 

in my mind that you are seized with the importance of 
this work and you will do your best, I am only 
sorry your President was not able to be here today 
and I quite understand that he could mt do so, There 
are good reasons for that but I think he would have 
enjoyed the session just as we have, 

I sincerely thank you all for your 
attendance and your assistance, 

MR, MERRIAM: Mr, Chairman, may I merely 
say on behalf of all of us how much we have appreciated 
the discussion that we have had this morning, the 
invitation that you extended to us to be present and 
the manner in which we have been received, I. should 
also like to say to you that we would like to co-operate 
with you and with the members of your staffin every way 
that you feel we may be of assistance to you, 
Throughout the course of your deliberations and con- 
siderations if at any time the staff feel that there 
is something that they would like that we might say 
or might be able to get for them, we should be only 
too delighted to do so, 

THE CHAIRMAN: Thank you, we will bear that 
in mind, Reciprocally, if you or any of your members 
feel there is anything which we have which would be 
useful to you please,communicate with us, 


Mr, Bennett, is there anything further this 


morning? 


eeteliieeetientlieemeestineeteasdttiees oe ee 


every de ob tartties det Sand Onateceien 99 tep bate 


Yaloowgds evel! ew fou worl ae Yo Ils te Siatlod fo Vea 
Livtoe old Darl ovat ow Jed’ solesecoeth oa 
A dened of of ot Seletedxn toy dadé qotded tere 
4) a. 7 welsoet ised. evel ev dolitw al secneq ane 
uy 
earn ; r Xe " vis wov fa ¥ 0 Cad nit OAL & 
. ; ‘ 
yiIevo = 7 /@ ‘INGY 30 Steddom afl avin bas way dike 
, © aieaa Io of (ec wey daddy 
of Ota snekiovedifed sy oy to sexes efé atuor inition? 
“ene Jats I6e. Tisde etie emEt vas fa tt atoll scobke . 
yin OW Gane athi Bluow wedd fart? actris yea ol 
r ‘ » pf oe #2 pec “ P of os 4 » iy 
eS SAMOS OW .eehY Sot Seg oF eldg ed trinim =e 
oa os sf Dative! ob ood 
. iw oy xtet? TEAMS I RHOD Bit 


eldd assent euldvyny ssl? gi~\ dsenqeg at 


- z Mel 7 


ee ee nabs 5 


ae ak aaareneaaen be 


; ie (ee 


¥ A ” 5 

FARGO ow a¥ wahite * dakweciny “Eerie apitlede | 
te tone pat die dina bol din why Pants ite oF at 

hae ie TF ‘ dae Oy ot Stlw sf one. iow: i oe 4 


Wehod erst ed ot olde’ ten saw Gasitieue apoy yange 


evel Sigow ad state T ded tend ot enotses béog are 
-oVan Gy 6a taut foldaen eid bevstas - 
shoe tol Lin soy stake ye wodle I = 


eonntelnan toy bon “‘seoubroerse 


‘ A p : — 
Orton i Yam .oaertad> .aah «6tLACAIaM ae 


4 ‘ 
ery wey is "6 Uot BE . vilaoord oan . Dette EE. , 
 DAUOW oltw overl ew doldw asiddena af aradg feat, 


GU Adin oto ltninmnca, deagiq voy oY, sueew 


4 


42d 


ANGUS, STONEHOUSE & CO. LTO. 
TORONTO, ONTARIO 


THE SECRETARY: No, Mr. Chairman, this 
concludes the business before the Commission here 
this week, The Commission, as you know, reconvenes 
in Montreal at 9.30 o'clock on Monday, April 22nd 
but we will be here again in this courtroom on May 27th 
to hear local persons, 

THE CHAIRMAN: Thank you, the hearing 


stands adjourned, 
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